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CERTI FI CATE OF AUTHORI TY

SUBCHAPTER A. GENERAL PROVI SI ONS

Revi sed Law

DEFINITIONS. In this chapter:

has the neani ng described by Section

151.
152.
153.
CERTI FI CATE 14
154.
155.
CHAPTER 801.

801. 001.

(1) "Control™

(2) "lnsurer"
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that is issued to another in consideration of a prem um and that
insures against a loss that may be insured agai nst under the |aw.
The termincl udes a:
(A) fraternal benefit society;
(B) Lloyd s plan;
(© rmutual conpany of any kind, including a:
(i) statewi de nmutual assessnent associ ation;
(1i) local mutual aid association or burial
associ ation; and
(ti1) county or farm nmutual insurance
conpany;
(D) reciprocal or interinsurance exchange; and
(E) stock conpany.
(3) "Person" has the neaning assigned by Section
823.002. (V.T.1.C. Art. 1.14, Secs. 2 (part), 3 (part).)
Source Law

Sec. 2. The word "Carrier"” as herein used is defined as
that type of insurer which, in consideration of prem um issues
policies to others insuring against those | osses which may be
i nsured agai nst under the provisions of the law, including stock
conpani es, reciprocals or inter-insurance exchanges, LI oyds'
associ ations, fraternal benefit societies and nutual conpani es of
all kinds, including state-w de assessnent associ ations, |ocal
mut ual aids, burial associations, and county and farm nutual fire
associ ati ons.

Sec. 3. . . . As used in this section, "control" and
"person” have the nmeani ngs assigned by Section 2, Article 21.49-1
of this code.

Revisor's Note
(1) Section 2, V.T.1.C. Article 1.14, defines "carrier."
The revised | aw substitutes "insurer" for "carrier" for
consi stency of ternms in this chapter and because "insurer" is the
nore commonly used nodern term  Throughout this chapter,
references to "carrier" have been changed appropriately.

78C204 DLF-D
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(2) Section 2, V.T.I.C. Article 1.14, in the definition of
"carrier," revised in this section as the definition of
"insurer," refers to county and farmnutual fire associations.
The revised law omts the reference to "fire" because Section 2
applies to nutual conpanies "of all kinds." It is clear,
therefore, that all kinds of county and farm rmutual i nsurance
conpani es are included in the neaning of the defined term

Revi sed Law

Sec. 801.002. EXEMPTI ON FOR CERTAI N FRATERNAL BENEFI T
SOCI ETI ES. This chapter does not apply to a fraternal benefit
society that:

(1) sells insurance policies only as an incidental
benefit to its nmenbers; and
(2) on Septenber 6, 1955, was:
(A) organized and licensed by the departnent as a
fraternal benefit society; or
(B) exenpt under former Article 10.12 or 10. 38,
revised as Section 885.004. (V.T.1.C. Art. 1.14, Sec. 3 (part).)
Source Law

Sec. 3. . . . Provided, however, that fraternal benefit
societies that sell insurance policies only as an incidental
benefit to their nmenbers and which are now so organi zed and
Iicensed by the Board of I|nsurance Comm ssioners of Texas or
whi ch are now exenpt under the provisions of Article 10.12 or
Article 10.38 of the Insurance Code are hereby exenpted fromthe
provi sions of this Act.

Revisor's Note

(1) Section 3, V.T.1.C. Article 1.14, exenpts fromthe
application of V.T.1.C. Article 1.14, revised in part as this
chapter, certain fraternal benefit societies that are "now'
organi zed and |icensed by the Texas Departnment of |nsurance or
"now' exenpt under Article 10.12 or 10.38, Insurance Code.
Chapter 117, Acts of the 54th Legislature, Regul ar Session, 1955,
added Section 3 to V.T.I.C. Article 1.14 and was effective

78C204 DLF-D
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Septenber 6, 1955. The revised | aw substitutes "Septenber 6,
1955," for the references to "now. "

(2) Section 3, V.T.1.C. Article 1.14, refers to the "Board
of I nsurance Conmm ssioners of Texas." Under Chapter 499, Acts of
the 55th Legislature, Regular Session, 1957, adm nistration of
the insurance |laws of this state was reorgani zed and the powers
and duties of the Board of Insurance Comm ssioners were
transferred to the State Board of |Insurance. Chapter 685, Acts
of the 73rd Legislature, Regular Session, 1993, abolished the
State Board of Insurance and transferred its functions to the
conmi ssi oner of insurance and the Texas Departnent of |nsurance.
Chapter 31 of this code defines "comm ssioner" and "departnent”
for purposes of this code and the other insurance |aws of this
state to mean the comm ssioner of insurance and Texas Depart nent
of Insurance, respectively. Throughout this chapter, references
to the Board of I|nsurance Conm ssioners and the State Board of
| nsurance have been changed appropriately.

[ Sections 801. 003-801. 050 reserved for expansion]
SUBCHAPTER B. CERTI FI CATE OF AUTHORI TY
Revi sed Law

Sec. 801. 051. | SSUANCE OF CERTI FI CATE; ELIGABILITY. The
departnent shall issue under the departnent's seal a certificate
of authority to act as an insurer to an applicant applying for
the certificate if the departnent determ nes that the applicant
has conplied with the law. (V.T.1.C Art. 1.14, Sec. 1 (part).)

Source Law

Sec. 1. . . . Should the State Board of |nsurance be
satisfied that any insurance carrier applying for a certificate
of authority has in all respects fully conplied with the law, it
shall be its duty to issue to such carrier a certificate of
authority, under its sea

Revi sor's Note
Section 1, V.T.1.C. Article 1.14, prohibits certain persons
from engagi ng in the business of insurance unless permtted by

78C204 DLF-D
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statute. The revised |law omts that part of Section 1 as
unnecessary because it duplicates Section 101.102, I|Insurance Code
(prohibiting a person fromdoing an act that constitutes the
busi ness of i1nsurance except as authorized by statute). The
omtted | aw reads:

Art. 1.14

Sec. 1. No individual, group of individuals, association or
corporation, unless now or hereafter otherwi se permtted by
statute, shall be permtted to engage in the business of insuring
ot hers agai nst those | osses which nmay be insured agai nst under
the laws of this state.

Revi sed Law
Sec. 801.052. EFFECT AND CONTENTS OF CERTI FI CATE. A
certificate of authority issued to an insurer under this chapter
authorizes the insurer to engage in the business of insurance.
The certificate of authority nust state the specific kinds of
i nsurance aut hori zed under the certificate. (V.T.1.C Art. 1.14,
Sec. 1 (part).)

Source Law

Sec. 1. . . . acertificate of authority . . . authorizing
such carrier to transact insurance business, nam ng therein the
particul ar kinds of insurance.

Revi sed Law
Sec. 801.053. DURATION OF CERTIFI CATE. A certificate of
authority issued to an insurer under this chapter is effective
until it is suspended or revoked. (V.T.I.C Art. 1.14, Sec. 1

(part).)

Source Law

Sec. 1. . . . Each such certificate of authority
heretof ore or hereafter issued shall be in full force and effect
until it is revoked, canceled or suspended according to

| aw,

78C204 DLF-D
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Revisor's Note

(1) Section 1, V.T.1.C. Article 1.14, refers to a
certificate "in full force and effect." The revised law omts
the reference to "full force" because "in full force" is included
in the neaning of "in effect.”

(2) Section 1, V.T.1.C. Article 1.14, refers to a
certificate of authority that is "revoked, canceled or
suspended. " Throughout this chapter, the revised law omts
"cancel ed" because its neaning is included in the neaning of
"revoked. "

Revi sed Law
Sec. 801.054. PREFERENCE FOR DOVESTI C COVPANY. In issuing a
certificate of authority to an applicant under this chapter, the
departnent shall give preference to an application submtted by a
donmestic conmpany. (V.T.1.C. Art. 1.14, Sec. 2 (part).)
Source Law

Sec. 2. . . . Provided that the Board of |nsurance
Comm ssi oners shall give preference to applications of donestic
conpanies in . . . issuing Certificates of Authority.

Revi sed Law
Sec. 801.055. DEPOSIT OF FEES. A fee collected by the
departnment under this chapter for a certificate of authority
shall be deposited to the credit of the Texas Departnent of
| nsurance operating account. (V.T.I1.C Art. 1.14, Sec. 1A)
Source Law

Sec. 1A, Fees collected by the State Board of |nsurance
under this article for a certificate of authority shall be
deposited in the State Treasury to the credit of the State Board
of Insurance operating fund.

78C204 DLF-D
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Revisor's Note

Section 1A, V.T.1.C Article 1.14, requires fees to be
deposited in the state treasury to the credit of the State Board
of Insurance operating fund. Under the authority of Chapter 4,
Acts of the 72nd Legislature, 1st Called Session, 1991, the Texas
Department of |nsurance operating fund (the |ater nanme of the
State Board of Insurance operating fund) was converted to an
account in the general revenue fund. The revised lawis drafted
accordingly.

Revi sed Law

Sec. 801.056. FAILURE TO PROVI DE COWLETE SET OF
FI NGERPRI NTS: GROUND FOR DENI AL OF APPLI CATION. (a) In this
section, "authorization" neans any authorization issued by the
departnent to engage in an activity regul ated under this code,
i ncl udi ng:

(1) a certificate of authority;
(2) a certificate of registration;
(3) a license; and

(4) a permt.

(b) The departnment may deny an application for an
authorization if the applicant or a corporate officer of the
applicant fails to provide a conplete set of fingerprints on
request by the departnent. (V.T.1.C Art. 1.10C, Subsec. (e)

(part).)

Source Law

(e) The departnment may deny . . . an applicant for any
license, permt, certificate of authority or certificate of
registration who fails to provide a conplete set of fingerprints
on request and may deny a certificate of authority to an
I nsurance conpany whose corporate officers fail to provide
conplete sets of fingerprints on request.

78C204 DLF-D
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Revi sed Law
Sec. 801.057. FAILURE TO FILE ANNUAL STATEMENT: GROUND FOR
REVOCATI ON OR SUSPENSI ON. A certificate of authority of an
insurer that fails to file an annual statenment required by lawis
subj ect to being suspended or revoked by the departnent.
(V.T.I1.C Art. 1.14, Sec. 1 (part).)
Source Law

Sec. 1. . . . provided, however, that failure to file any
annual statenent required by law wll subject the certificate of
authority to being revoked, cancel ed or suspended.

[ Sections 801. 058-801. 100 reserved for expansion]

SUBCHAPTER C. COWPETENCE, FI TNESS, OR REPUTATI ON
Revi sed Law
Sec. 801.101. DEPARTMENT | NQUI RY. The departnent may
inquire into the conpetence, fitness, or reputation of:
(1) an officer or director of an insurer; or
(2) a person having control of an insurer. (V.T.1.C
Art. 1.14, Sec. 3 (part).)

Source Law

Sec. 3. The Board may inquire into the conpetence, fitness
and reputation of the officers and directors of each carrier and
of any person having control of such carrier.

Revi sed Law
Sec. 801.102. DEN AL OF APPLI CATI ON OR REVOCATI ON OF
CERTI FI CATE. If after conducting an inquiry under Section 801.101
the departnent determ nes that, based on substantial evidence,
the person who is the subject of the inquiry is not worthy of the
public confidence, the departnent shall, after witten notice and
heari ng:

(1) deny the application for a certificate of
authority; or

78C204 DLF-D
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(2) revoke the insurer's certificate of authority.
(V.T.1.C Art. 1.14, Sec. 3 (part).)
Source Law

Sec. 3. . . . If, after inquiry, and based on substanti al
evidence, it shall appear to the Board that such officers,
directors and any person having control of such carrier, or any
of them are not worthy of the public confidence, it shall give
such carrier notice in witing [of its intention to refuse the
application for Certificate of Authority, or to revoke the
certificate once granted,]

After notice and hearing, [the Board shal
record . . . its findings and order,] which shall be subject to
full review as provided by Article 1.04(f) of this code.

Revisor's Note

(1) Section 3, V.T.I.C. Article 1.14, requires the Texas
Department of Insurance to give notice of its intention to deny
an application for a certificate of authority or to revoke a
certificate of authority, but does not expressly require the
departnment to deny the application or revoke the certificate.
The revised law clarifies the departnment's duty to deny an
application or revoke a certificate by including an express
statenent to that effect.

(2) Section 3, V.T.1.C. Article 1.14, includes certain
noti ce and hearing procedures relating to the denial of an
application for a certificate of authority or the revocation of a
certificate of authority by the Texas Departnent of I|nsurance.
In 1976, those provisions were inpliedly repeal ed by the
Adm ni strative Procedure and Texas Register Act (Chapters 2001
and 2002, Governnent Code), which prescribes the procedures to be
used by a state agency in denying an application or revoking a
certificate. The original enactnent of the Adm nistrative
Procedure and Texas Register Act repeals all conflicting | aw
The | anguage in Section 3 relating to the notice and hearing
procedures is omtted fromthe revised | aw because the enact nent

78C204 DLF-D
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of that |anguage predates the adm nistrative procedure law and is
repealed. The omtted | aw reads:

Sec. 3. . . . [it shall give such carrier notice in witing]
of its intention to refuse the application for Certificate of
Aut hority, or to revoke the certificate once granted, stating
specifically why the Board intends such action, and the place and
time for hearing by the Board, not sooner than ten (10) days nor
|ater than twenty (20) days thereafter.

[After notice and hearing,] the Board shall forthwith record
inits official mnutes its findings and order

(3) Section 3, V.T.I.C. Article 1.14, refers to the
findings and order of the Texas Departnment of |nsurance, "which
shall be subject to full review as provided by Article 1.04(f) of
this code.” The revised law omts the quoted | anguage as
unnecessary because it duplicates the authority provided under
Subchapter D, Chapter 36, I|Insurance Code, which was fornerly
V.T.1.C. Article 1.04.

[ Sections 801.103-801. 150 reserved for expansion]
SUBCHAPTER D. FELONY CONVI CTI ON
Revi sed Law

Sec. 801.151. | SSUANCE OF CERTI FI CATE PROH BI TED. Except
as provided by Sections 801.153 and 801. 154, the departnent may
not issue a certificate of authority to an applicant if a
corporate officer or nenber of the board of directors of the
appl i cant has been convicted of a felony invol ving:

(1) noral turpitude; or
(2) breach of a fiduciary duty. (V.T.1.C Art. 1.14A
Subsec. (a).)

Source Law

Art. 1.14A (a) Except as provided by Subsection (c) of
this section, the departnent may not issue a certificate of
authority to an insurance conpany if a corporate officer or a
menber of the board of directors of the conpany has been
convicted of a felony involving noral turpitude or breach of a

78C204 DLF-D
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fiduciary duty.

Revi sed Law
Sec. 801.152. REVOCATI ON OF CERTI FI CATE. After notice and

heari ng, the departnment may revoke the certificate of authority
of an insurer if a corporate officer or menber of the board of
directors of the insurer is convicted of a felony invol ving:

(1) noral turpitude; or

(2) breach of a fiduciary duty. (V.T.1.C Art. 1.14A
Subsec. (b).)

Source Law

(b) The departnent may, after notice and hearing, revoke
the certificate of authority of an insurance conpany if a
corporate officer or nmenber of the board of directors of the
conpany is convicted of a felony involving noral turpitude or
breach of a fiduciary duty.

Revi sed Law
Sec. 801.153. PETITION FOR | SSUANCE OR REI NSTATEMENT OF
CERTI FI CATE. A conpany may petition the conm ssioner for
i ssuance or reinstatenment of a certificate of authority of the
conpany that is denied or revoked under this subchapter
(1) not earlier than the later of:
(A) the fifth anniversary of the date of the
final conviction; or
(B) if the officer or director is sentenced to
confinement or inprisonnent or placed on community supervision,
the fifth anniversary of the date the officer or director
conpl etes the sentence or period of comunity supervision; or
(2) after the officer or director ceases to be an
officer or director of the insurer. (V.T.1.C Art. 1.14A
Subsecs. (c), (d) (part), (e).)

78C204 DLF-D
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Source Law

(c) A conmpany whose application for issuance of a
certificate of authority has been deni ed under Subsection (a) of
this section or whose certificate of authority has been revoked
under Subsection (b) of this section may petition the
conmi ssioner for issuance or reinstatenment of the certificate.

(d) Except as provided by Subsection (e) of this section, a
petition for issuance or reinstatenent of a certificate of
authority may not be nade before the date five years after the
date of final conviction or, if the officer or director of the
petitioner has been sentenced to prison or to probation, five
years after the date the sentence or probation term nates.

(e) A petition for issuance or reinstatenent of a
certificate of authority may be nade at any tinme after the
of ficer or director who has been convicted of a felony involving
noral turpitude or breach of a fiduciary duty is no |onger an
officer or director of the conpany.

Revisor's Note

Subsection (d), V.T.1.C Article 1.14A refers to
"probation.” The revised | aw substitutes "comrunity supervision"
for "probation" because under Section 4.04(a), Chapter 900, Acts
of the 73rd Legislature, Regular Session, 1993, a reference in
law to "probation" nmeans "community supervision."

Revi sed Law

Sec. 801.154. CGRANT OF PETITION. The conm ssioner shal
grant a petition for issuance or reinstatenment of a certificate
of authority under this subchapter if the petitioner denonstrates
that granting the petition would be in the public interest and
that justice would best be served by granting the petition.
(V.T.1.C. Art. 1.14A, Subsec. (f).)
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Source Law

(f) The comm ssioner shall grant the petition if the
petitioner denonstrates that it would be in the public interest
and that justice would best be served if the certificate of
authority were issued or reinstated.

Revi sed Law
Sec. 801.155. RULES RELATI NG TO CONTENTS OF PETITION. The
departnment may adopt rules under this subchapter prescribing the
contents of a petition for issuance or reinstatenent of a
certificate of authority. (V.T.1.C Art. 1.14A, Subsec. (d)

(part).)

Source Law

(d) . . . The board nmay adopt rules setting forth the
contents of the petition.

CHAPTER 802. ANNUAL STATEMENT
SUBCHAPTER A. ANNUAL STATEMENT OF | NSURANCE COVPANI ES
Sec. 802.001. FORM OF ANNUAL STATEMENT 17
Sec. 802.002. ACTUARI AL OPI NIl ON REQUI RED 17
Sec. 802.003. FILING DATE OF ANNUAL STATEMENT DELI VERED BY
POSTAL SERVI CE 18
[ Sections 802. 004-802. 050 reserved for expansion]
SUBCHAPTER B. FI LI NG W TH NATI ONAL ASSCCI ATI ON OF
| NSURANCE COMM SSI ONERS
Sec. 802.051. APPLICABILITY OF SUBCHAPTER 19
Sec. 802.052. CONCURRENT FI LI NG W TH NATI ONAL ASSOC!I ATI ON
OF | NSURANCE COWM SSI ONERS 20
Sec. 802.053. EXEMPTI ON AUTHORI TY 22
Sec. 802.054. COWPLI ANCE 22
Sec. 802.055. COSTS 22
Sec. 802.056. STATUS OF REPORTS AND OTHER | NFORNVATI ON 23
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CHAPTER 802. ANNUAL STATEMENT
SUBCHAPTER A. ANNUAL STATEMENT OF | NSURANCE COVPANI ES
Revi sed Law

Sec. 802.001. FORM OF ANNUAL STATEMENT. (a) The
comm ssioner, as necessary to obtain an accurate indication of
t he conpany's condition and nethod of transacting business, may
change the form of any annual statenent required to be filed by
any kind of insurance conpany.

(b) The formmay require only information that relates to
t he busi ness of the insurance conpany. (V.T.1.C Art. 1.11,
Subsec. (a) (part).)

Source Law

Art. 1.11. (a) The comm ssioner may, fromtinme to tine,
make such changes in the forns of the annual statenents required
of insurance conpanies of any kind, as shall seemto it best
adapted to elicit a true exhibit of their condition and nethods
of transacting business. Such formshall elicit only such
information as shall pertain to the business of the conpany.

Revisor's Note
Subsection (a), V.T.1.C Article 1.11, provides that the
comm ssioner may nodify the formof annual statenments "fromtinme
to tine." The revised |aw omts the quoted | anguage as
unnecessary because, in this context, the power to take an action
i ncludes the power to act "fromtinme to tine."
Revi sed Law
Sec. 802.002. ACTUARIAL OPINION REQU RED. (a) In this
section, "qualified actuary” neans:
(1) a nenber in good standing of the American Acadeny
of Actuaries; or
(2) a person who has otherw se denonstrated actuari al
conpetence to the satisfaction of the conm ssioner or an
i nsurance regul atory official of another state in which the
i nsurance conpany i s domcil ed.
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(b) An insurance conpany's annual statenent nust include a
statenent of a qualified actuary entitled "Statenment of Actuari al
Qpi ni on" that:

(1) is located on or is attached to the first page of
t he annual statenent; and

(2) provides the opinion of the actuary relating to
policy reserves and other actuarial itens for life insurance,
accident and health insurance, and annuities, or loss and | oss
adj ust nent expense reserves for property and casualty risks, as
described in the annual statenment instructions of the National
Associ ation of Insurance Conm ssioners as appropriate for the
type of risks insured. (V.T.1.C Art. 1.11, Subsecs. (c), (d).)

Source Law

(c) Included on or attached to page 1 of the annual
statenment shall be the statenment of a qualified actuary, entitled
"Statenment of Actuarial Opinion," setting forth his or her
opinion relating to policy reserves and other actuarial itens for
life, accident and health, and annuities, or |loss and | oss
adj ust nent expense reserves for property and casualty risks, as
described in the NAIC annual statenent instructions as
appropriate for the type of risks insured.

(d) Inthis article, "qualified actuary”" nmeans a nenber in
good standi ng of the American Acadeny of Actuaries or a person
who has ot herw se denonstrated actuarial conpetence to the
satisfaction of the comm ssioner of insurance or other insurance
regul atory official of the insurer's domciliary state.

Revi sed Law

Sec. 802.003. FILING DATE OF ANNUAL STATEMENT DELI VERED BY
POSTAL SERVI CE. Except as otherw se specifically provided, for an
annual statenent that is required to be filed in the offices of
the comm ssioner and that is delivered by the United States
Postal Service to the offices of the comm ssioner after the date
on which the annual statenent is required to be filed, the date
of filing is:
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(1) the date of the postal service postmark stanped on
the cover in which the docunent is mailed; or
(2) any other evidence of mailing authorized by the
postal service reflected on the cover in which the docunent is
mailed. (V.T.I.C Art. 1.11(a) (part).)
Source Law

(a) . . . If any annual statenment, . . . required to be
filed or deposited in the offices of the conm ssioner, . . . is
delivered by the United States Postal Service to the offices of
the commssioner . . ., as required, after the prescribed date on
whi ch the annual statenent, . . . is to be filed, the date of the
United States Postal Service postmark stanped on the cover in
whi ch the docunent is mailed, or any other evidence of mailing
authorized by the United States Postal Service reflected on the
cover in which the docunent is mailed, shall be deened to be the
date of filing, unless otherw se specifically nade an exception
to this general statute.

[ Sections 802. 004-802. 050 reserved for expansion]

SUBCHAPTER B. FILING WTH NATI ONAL ASSQOCI ATI ON OF
| NSURANCE COWM SSI ONERS
Revi sed Law
Sec. 802.051. APPLICABILITY OF SUBCHAPTER. Thi s subchapter
applies to each conpany regul ated by the conmm ssioner, including:
(1) a stock life, health, or accident insurance

conpany;
(2) a nutual life, health, or accident insurance
conpany;
(3) a stock fire or casualty insurance conpany,;
(4) a nmutual fire or casualty insurance conpany;
(5) a Mexican casualty conpany;
(6) a Lloyd' s plan;
(7) a reciprocal or interinsurance exchange;
(8 a fraternal benefit society;
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(9) atitle insurance conpany,
(10) an attorney's title insurance conpany;

(11) a stipulated prem uminsurance conpany,
(12) a nonprofit |egal service corporation;
(13) a health nmi ntenance organi zation;

(14) a statew de nutual assessnent conpany;
(15) a local nutual aid association;

(16) a local nutual burial association;

(17) an association exenpt under Section 887.102;
(18) a nonprofit hospital, nedical, or dental service
corporation, including a conpany subject to Chapter 842;
(19) a county mutual insurance conpany; and
(20) a farmmutual insurance conpany. (V.T.I.C
Art. 1.11, Subsec. (b) (part).)
Source Law

(b) . . . This sectionis applicable to all conpanies
regul ated by the State Board of |nsurance including donestic and
foreign, stock and nutual life, health, and accident insurance

conpani es; donestic and foreign, stock and nutual, fire and
casual ty i nsurance conpani es; Mexican casualty conpani es;
donestic and foreign Lloyd' s plan insurers; donestic and foreign
reci procal or interinsurance exchanges; donestic and foreign
fraternal benefit societies; donmestic and foreign title insurance
conpani es; attorney's title insurance conpani es; stipul ated

prem um i nsurance conpani es; nonprofit |egal service
corporations; health maintenance organi zations; statew de nutua
assessnent conpanies; |ocal nutual aid associations; |ocal nutual
burial associations; exenpt associations under Article 14.17 of
this code; nonprofit hospital, nmedical, or dental service
corporations including conpani es subject to Chapter 20 of this
code; county nutual insurance conpanies; and farm nutua

I nsurance conpani es.
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Revisor's Note

V.T.1.C. Article 1.11(b) provides that the article is
applicable to all conpanies regulated by the the State Board of
| nsurance (nmeani ng the Texas Departnent of |nsurance), including
certain "donestic or foreign" insurers. The revised |aw omts the
reference to "donestic or foreign" as unnecessary. The authority
of the departnent to regul ate donestic and foreign insurance
conpanies is specified in other provisions of the code and,
because the revised |aw applies to all conpanies regul ated by the
departnent, it is not necessary to distinguish donestic and
foreign conpanies in this section

Revi sed Law

Sec. 802.052. CONCURRENT FI LI NG W TH NATI ONAL ASSOC!I ATI ON
OF | NSURANCE COW SSI ONERS. (a) Each donestic, foreign, or
al i en i nsurance conpany authorized to engage in the busi ness of
insurance in this state shall file a copy of the conpany's annual
statenent with the National Association of |nsurance
Comm ssioners at the tinme the conpany files the statenent with
t he conm ssi oner.

(b) The statenent required by Subsection (a) nust:

(1) neet requirenments adopted by the conm ssioner,

i ncl udi ng:

(A) a change in substance or form
(B) an additional filing; and
(© any requirenent that the statenent be in a
conputer conpatible format; and
(2) include the signed jurat page and the actuari al
opinion, as required by the jurisdiction in which the insurance
conpany i s dom cil ed.

(c) The insurance conpany shall also file with the Nati onal
Associ ation of Insurance Conm ssioners a copy of any anmendnment or
addition to the annual statenent that is subsequently filed with
the comm ssioner. (V.T.1.C Art. 1.11, Subsec. (b) (part).)
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Source Law

(b) Each donestic, foreign, and alien insurer authorized to
transact insurance in this state, at the tinme it files its annual
statenent with the State Board of Insurance, shall file with the
Nat i onal Association of Insurance Comm ssioners a copy of its
annual statenent, along wth any changes in substance and form
including a requirenent that the subm ssion be in conputer
conpatible format, or additional filings, if any, as may be
prescribed by the State Board of Insurance. The information
filed shall include the signed jurat page and the actuari al
certification, as required by the state of domcile. Any
amendnents and additions to the annual statenment subsequently
filed with the State Board of Insurance also shall be filed with
t he National Association of Insurance Conm ssioners.

Revisor's Note

Subsection (b), V.T.1.C. Article 1.11, refers to an
"actuarial certification, as required by the state of domcile."
The revised | aw substitutes "opinion" for "certification" for
consistency with the term nol ogy used in Subsection (c), V.T.I.C
Article 1.11, revised in this code as Section 802.002. The
revised | aw substitutes "jurisdiction" for "state" because
Subsection (b), V.T.1.C. Article 1.11, applies to alien insurance
conpanies. An alien insurance conpany is a conpany domciled in
a foreign country, and "jurisdiction" is a nore appropriate term
in that context.

Revi sed Law
Sec. 802.053. EXEMPTI ON AUTHORI TY. The conm ssi oner may
exenpt any class of insurance conpanies fromthe requirenments of
this subchapter if the comm ssioner believes the information
requi red under this subchapter will not be useful for regul atory
purposes. (V.T.I.C Art. 1.11, Subsec. (b) (part).)
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Source Law

(b) . . . The Board nmay exenpt any class of insurers from
the requirenments of this section if the Board believes the
information required by this section will not be useful for
regul at ory purposes.

Revi sed Law
Sec. 802.054. COWPLIANCE. The conm ssioner may consider a
foreign insurance conpany to be in conpliance with the
requi renents of Section 802.052 if the conpany is domciled in a
state with a law substantially simlar to that section
(V.T.I.C Art. 1.11, Subsec. (b) (part).)
Source Law

(b) . . . The Board may deem foreign insurers that are
domciled in a state that has a | aw substantially simlar to this
section to be in conpliance with this section.

Revi sed Law

Sec. 802.055. COSTS. (a) An insurance conpany shall pay
the costs of preparing and furnishing to the National Association
of I nsurance Comm ssioners the information required under Section
802. 052.

(b) Except as provided by Subsection (a), costs relating to
providing the information required under Section 802.052 may not
be assessed agai nst an insurance conpany. (V.T.1.C Art. 1.11,
Subsec. (b) (part).)

Source Law

(b) . . . The expense for preparing and furnishing such
annual statenent and other filings to the National Association of
| nsurance Comm ssioners shall be that of the insurer. There
shal |l be no other costs or expenses of any kind |evied, charged,
or assessed against the insurer relating to such filings.
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Revisor's Note

(1) Subsection (b), V.T.1.C Article 1.11, prohibits
certain "costs or expenses" from being "levied, charged, or
assessed" agai nst an insurance conpany. The revised law onmts
the reference to "expenses" because that termis included in the
meani ng of "costs." The revised |law also omts the references to
"l evied" and "charged" because those terns are included in the
meani ng of "assessed."

(2) Subsection (b), V.T.I.C Article 1.11, refers to costs
or expenses "of any kind." The revised law omts the quoted
| anguage because it is unnecessary and does not add to the clear
meani ng of the | aw.

Revi sed Law
Sec. 802.056. STATUS OF REPORTS AND OTHER | NFORMATION. A

report or any other information resulting fromthe collection,
review, analysis, and distribution of information devel oped from
the filing of annual statenent convention blanks and provided to
t he departnent by the National Association of |nsurance
Comm ssioners is considered part of the process of exam nation of
i nsurance conpani es under this code, including Articles
1.15-1.19. (V.T.1.C Art. 1.11, Subsec. (b) (part).)

Source Law

(b) . . . Reports or other information conmunicated to the
State Board of Insurance by the National Association of |Insurance
Comm ssioners fromthe collection, review, analysis, and
di ssem nation of information devel oped fromthe filing of annual
statenent convention blanks is considered part of the process of
exam nation of insurance conpani es under Articles 1.15-1.19 of
this code and other provisions of this code, and this information
is an integral part of those exam nations.

Revisor's Note
Subsection (b), V.T.I.C Article 1.11, states that certain
reports and information are considered a part of the process of
exam nation of insurance conpanies, and that "this information is
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an integral part of those exam nations." The revised |law omts
t he quot ed | anguage because it does not add to the clear neaning
of the law. A statenent that the information is considered part
of the exam nation process is sufficient. An additional
statenent that the information is "an integral part" of that
process i s unnecessary.
CHAPTER 803. LOCATI ON OF BOOKS, RECORDS, ACCOUNTS, AND
OFFI CES QUTSI DE OF THI S STATE
Sec. 803.001. DEFIN TIONS 24
Sec. 803.002. APPLICABILITY OF CHAPTER 26
Sec. 803.003. AUTHORITY TO LOCATE OQUT OF STATE 27
Sec. 803.004. LOCATI ON AT BRANCH OR AGENCY OFFI CE 29
Sec. 803.005. CONTROL OF BOOKS, RECORDS, ACCOUNTS, AND
OFFI CES 29
Sec. 803.006. AGENT FOR SERVI CE OF PROCESS 30
Sec. 803.007. EXAM NATI ON EXPENSES 31
Sec. 803.008. RULES 31
Sec. 803.009. CONFLI CTI NG PROVI SI ONS 32
CHAPTER 803. LOCATI ON OF BOOKS, RECORDS, ACCOUNTS, AND
OFFI CES QUTSI DE OF THI S STATE
Revi sed Law
Sec. 803.001. DEFINITIONS. In this chapter:
(1) "Donestic conpany" neans any entity |icensed,
chartered, or organi zed under this code, including:
(A) a county nutual insurance conpany;

(B) a farmnutual insurance conpany;

(C© afire and marine insurance conpany;

(D) a fraternal benefit society;

(E) a general casualty conpany;

(F) a group hospital service corporation

(G a health mai ntenance organi zation

(H alife, health, and acci dent insurance
conpany;

() a Lloyd' s plan;

(J) a local nutual aid association;

(K)y a nutual life insurance conpany;
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(L) a nutual insurance conpany other than a
mutual |ife insurance conpany;

(M a nonprofit |legal services corporation;
(N) a reciprocal exchange;

(O a statewi de nutual assessnent conpany;
(P) a stipulated prem uminsurance conpany;
(Q a surety and trust conpany; and

(R atitle insurance conpany.
(2) "lInsurance hol ding conpany systeni has the neaning
descri bed by Section 823.006. (V.T.1.C Art. 1.28, Sec. 1(a)
(part), New.)
Source Law

Art. 1.28

Sec. 1. (a) . . . a donestic insurance conpany, including a
life, health, and accident insurance conpany, fire and narine
I nsurance conpany, surety and trust conpany, general casualty
conpany, title insurance conpany, fraternal benefit society,
mutual |ife insurance conpany, |ocal nutual aid association,
st atewi de nutual assessnent conpany, nutual insurance conpany
other than life, farm nmutual insurance conpany, county mnutua
i nsurance conpany, Lloyds plan, reciprocal exchange, group
hospi tal service corporation, health maintenance organi zation,
stipul ated prem um i nsurance conpany, nonprofit |egal services
corporation, or any other entity licensed under the I|Insurance
Code or chartered or organi zed under the laws of this state
an i nsurance hol ding conpany system as defined by Article
21.49-1, Insurance Code, as added by Chapter 356, Acts of the
62nd Legi sl ature, Regul ar Session, 1971 (Article 21.49-1,
Vernon's Texas | nsurance Code),

Revisor's Note
(1) Section 1(a), V.T.I.C Article 1.28, refers to a
"donestic insurance conmpany" or "any other entity |licensed under
the I nsurance Code or chartered or organized under the | aws of
this state that is an affiliated nmenber of an insurance hol ding

78C204 DLF-D
33



conpany system " "lnsurance conpany” is a termused in
conjunction with traditional insurance. Included in the source
|aw are entities, such as health mai ntenance organi zati ons, that
are not insurers. Consequently, "donestic conpany” is a nore
accurate termthan "insurance conpany."” In addition, the revised
| aw adds the definition of "donmestic conpany" for drafting
convenience and to elimnate frequent, unnecessary repetition of
t he substance of the definition.

(2) Section 1(a), V.T.1.C Article 1.28, refers to "a

donestic insurance conpany . . . or any other entity |icensed
under the Insurance Code or chartered or organi zed under the | aws
of this state . . . ." The revised | aw substitutes "chartered,

or organi zed under this code" for "chartered or organi zed under
the laws of this state" because all of the laws of this state
relating to the chartering or organization of domestic insurance
conpani es or other insurance entities have been codified in this
code.
Revi sed Law
Sec. 803.002. APPLICABILITY OF CHAPTER This chapter

applies only to a donestic conpany that is:

(1) an affiliate of an insurance hol di ng conpany
systemand in conpliance with Chapter 823;

(2) a nonprofit |legal services corporation the clains
and daily affairs of which are handl ed under contract by a
foreign insurer that holds a certificate of authority to engage
inasimlar business in this state; or

(3) a health maintenance organi zation that is
affiliated with anot her heal th nmai nt enance organi zati on or a
health care provider. (V.T.1.C Art. 1.28, Secs. 1(a) (part),

(b).)

Source Law

(a) . . . [a donmestic insurance conpany] . . . that is an
affiliated nenber of [an insurance hol di ng conpany
system |

(b) The donestic insurance conpany nust be:
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(1) an affiliate of an insurance hol di ng conpany
systemas defined in Article 21.49, |nsurance Code, as added by
Chapter 356, Acts of the 62nd Legi sl ature, Regular Session, 1971
(Article 21.49-1, Vernon's Texas Insurance Code), that has nade
the necessary filings as required by that article and that is in
conpliance wth that article;

(2) a nonprofit |legal services corporation whose
claims and daily affairs are handl ed under contract by a foreign
insurer licensed to do a simlar business in this state; or

(3) a health maintenance organi zation that is
affiliated wth other health mai ntenance organi zations or health
care providers.

Revisor's Note

(1) Section 1(b), V.T.1.C Article 1.28, refers to an
affiliate of an insurance hol di ng conpany system "that has made
the necessary filings as required by that article and that is in
conpliance with that article.”" The revised law omts the
reference to "necessary filings as required by that article" as
unnecessary because an affiliate nust have made any "necessary"
filings to be "in conpliance wwth that article."

(2) Section 1(b), V.T.I.C Article 1.28, refers to a

foreign insurer "licensed" to engage in business in this state.
The revised | aw substitutes "that holds a certificate of
authority" for "licensed" because "certificate of authority” is

the termused throughout this code in relation to an entity's
authority to engage in business.
Revi sed Law
Sec. 803.003. AUTHORITY TO LOCATE QUT OF STATE. (a) A
donestic conpany may |l ocate and maintain its principal offices
and all or any part of its books, records, and accounts outside
this state at any other location in the United States if:
(1) the conpany has given witten notice of this
intention to the conm ssioner, except as provided by Subsection

(b);

(2) the comm ssioner has not disapproved the notice
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before the 31st day after the date on which the conpany gives the
notice; and
(3) the conpany neets the requirenents of this
chapter.
(b) A separate notice under this section is not required
if:
(1) the donestic conpany has an agreenent to maintain
its books and records outside of the state wwth an affiliate; and
(2) the agreenent:
(A) has been approved under Chapter 823; and
(B) contains substantially all the information
required for notice under this section. (V.T.I.C Art. 1.28,
Secs. 1(a) (part), (f).)
Source Law

Sec. 1. (a) On giving witten notice of intent to the
conm ssioner of insurance, and if the conm ssioner of insurance
does not disapprove within 30 days after that notice is given, [a
donestic i nsurance conpany, including a life, health, and
acci dent insurance conpany, fire and marine insurance conpany,
surety and trust conpany, general casualty conpany, title
i nsurance conpany, fraternal benefit society, nutual life
i nsurance conpany, |ocal nutual aid association, statew de nutual
assessnment conpany, mutual insurance conpany other than life,
farm nutual 1nsurance conpany, county nutual insurance conpany,
LI oyds plan, reciprocal exchange, group hospital service
corporation, health mai ntenance organi zation, stipulated prem um
i nsurance conpany, nonprofit |egal services corporation, or any
other entity licensed under the Insurance Code or chartered or
organi zed under the laws of this state that is an affiliated
menber of an insurance hol di ng conpany system as defined by
Article 21.49-1, Insurance Code, as added by Chapter 356, Acts of
the 62nd Legi sl ature, Regul ar Session, 1971 (Article 21.49-1,
Vernon's Texas | nsurance Code),] may |l ocate and maintain all or
any portion of its books, records, and accounts and its principal
offices outside this state at a location within the United States
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if the conpany neets the requirenments of this section.

(f) A separate notice of intent shall not be required if
the donmestic insurer has an agreenent to maintain its books and
records outside of the state with an affiliate and such agreenent
has been approved or deened approved as required by Article
21.49-1, Insurance Code, and such agreenent contains
substantially all the information required for such notice under
this article.

Revi sed Law
Sec. 803.004. LOCATI ON AT BRANCH OR AGENCY OFFI CE. This

chapter does not apply to the | ocation and nai ntenance of the
nor mal books, records, and accounts of a donestic conpany,
i ncludi ng policyholder and claimfiles, relating to the business
produced by or through an agency of the conpany at a branch or
agency office located in the United States, regardl ess of whether
the agency is an affiliate of the conpany as provided in Chapter
823. (V.T.1.C. Art. 1.28, Sec. 1(a) (part).)

Source Law

Sec. 1. (a) . . . This article does not apply to or
prohi bit the | ocation and mai ntenance of the normal books,
records, and accounts including policyholder and claimfiles of a
donestic i nsurance conpany, relating to the business produced by
or through an agency of the conpany whether or not such agency is
an affiliate under Article 21.49-1, at the branch office or
agency office, if that office is located in the United States.

Revisor's Note
Section 1(a), V.T.1.C Article 1.28, states that the article
"does not apply to or prohibit the |location and mai nt enance" of
certain itens. The revised law omts "or prohibit" as unnecessary
because its neaning is included in the nmeaning of "does not apply
to."
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Revi sed Law
Sec. 803.005. CONTROL OF BOOKS, RECORDS, ACCOUNTS, AND
CFFI CES. (a) The books, records, accounts, or offices of a
donesti c conpany nust be under the conpany's direct supervision,
managenent, and control
(b) The ultimate controlling person of an insurance hol ding
conpany systemaffiliated with a donestic conpany, or the
i mredi ate or internmediate controlling person of the donestic
conpany, nust be domciled, |icensed, or admtted to transact
business in a jurisdiction in the United States. (V.T.1.C
Art. 1.28, Secs. 1(c), (d).)
Source Law

(c) The ultimate controlling person of the insurance
hol di ng conpany system the i mrediate controlling person of the
donesti c i nsurance conpany, or an internediate controlling person
of the donestic insurance conpany nust be legally dom cil ed,
licensed, or admtted to transact business in a jurisdiction
within the United States.

(d) The books, records, accounts, or offices of the
donestic i nsurance conpany are under the conpany's direct
supervi si on, managenent, and control.

Revisor's Note

Section 1(c), V.T.1.C. Article 1.28, states that a conpany
must be legally domciled, licensed, or admtted to transact
business in a jurisdiction within the United States. The revised
law omits the word "legally" as unnecessary because it does not
add to the clear neaning of the law. The absence of the word
"l egal ly" does not inply that it is legal for a conpany to be
illegally domciled, licensed, or admtted to transact business
in the United States.

Revi sed Law
Sec. 803.006. AGENT FOR SERVI CE OF PROCESS. A donestic
conpany that under this chapter has noved its principal offices
and any part of its books, records, and accounts outside this
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state and the controlling person of an affiliated insurance
hol di ng conpany system nust conply with Section 804. 102.
(V.T.1.C Art. 1.28, Sec. 1(e).)

Source Law

(e) Both the donestic insurance conpany and the controlling
person of the affiliated insurance hol di ng conpany system nust
appoint and maintain a person in this state as attorney for
service of process in the manner provided by Section 2(b),
Article 1.36, of this code. The conm ssioner is authorized to
accept service and notify the insurance conpany, in the manner
provi ded by Section 3, Article 1.36, of this code, if the
i nsurance conpany does not appoint or maintain an attorney for
acceptance of process.

Revisor's Note

Section 1(e), V.T.1.C. Article 1.28, refers to the
appoi ntnent of a person as agent for service of process, and
states that the comm ssioner is authorized to accept service if
t he conpany does not appoint or naintain the agent. In addition,
Section 1(e) refers to Section 2(b), V.T.I.C Article 1.36,
revised in this code as Section 804.102, as providing the manner
for inplenmenting this law. The revised |aw substitutes a
reference to Section 804.102, which duplicates the requirenents
of Section 1(e).

Revi sed Law
Sec. 803.007. EXAM NATI ON EXPENSES. A credit on or an
of fset against the anpbunt of premumtaxes to be paid by a
donestic conpany to the state in a taxable year may not be
al | oned on:
(1) a fee or exam nation expense paid to another

state; or
(2) an exam nation expense:
(A) incurred by a representative of the
departnent that is directly attributable to an exam nation of the
books, records, accounts, or principal offices of a donestic
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conpany | ocated outside this state; or
(B) paidin adifferent taxable year. (V.T.I1.C
Art. 1.28, Sec. 2(a).)
Source Law

Sec. 2. (a) Acredit on or offset to the anobunt of prem um
taxes to be paid by the donestic insurance conpany to the state
in a taxable year nay not be all owed on:

(1) exam nation expenses incurred by representatives
of the departnment that are directly attributable to an
exam nation of the books, records, accounts, or principal offices
of a donestic insurance conpany |ocated outside this state;

(2) exam nation expenses or fees paid to a state other
than this state; or

(3) examnation expenses paid in a different taxable
year.

Revi sed Law
Sec. 803.008. RULES. The comm ssioner shall adopt rules to
authorize a donestic conpany to maintain its books and records
with a nonaffiliated entity other than an agency. (V.T.I1.C
Art. 1.28, Sec. 1(g).)

Source Law

(g) The comm ssioner shall adopt rules allow ng the
mai nt enance of the books and records of a donestic insurer
subject to this article wth a nonaffiliated entity other than an
agency and to allow a donestic health mai ntenance organi zation to
conply with this article.

Revisor's Note
Section 1(g), V.T.1.C Article 1.28, refers to "a donestic
insurer"” and a "donestic heal th mai ntenance organi zation." The
revised | aw substitutes the term "donestic conpany” for the
reason stated in Revisor's Note (1) to Section 803.001. A
donesti c conpany, as defined by Section 803.001, includes a
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donesti c heal th mai nt enance organi zati on.
Revi sed Law
Sec. 803.009. CONFLI CTI NG PROVI SI ONS. Thi s chapter prevails
over a conflicting provision of any other law of this state,
including Articles 1.16, 4.10, 4.11, and 9.59. (V.T.1.C
Art. 1.28, Sec. 2(b).)

Source Law

(b) This article prevails over any conflicting provisions
in Articles 1.16, 4.10, 9.59, and 4.11 of this code or any other
| aw of this state.

CHAPTER 804. SERVI CE OF PROCESS
SUBCHAPTER A. CGENERAL PROVI SI ONS
Sec. 804.001. DEFIN TION 33
Sec. 804.002. RULES 34
Sec. 804.003. FEES 34
[ Sections 804. 004-804. 100 reserved for expansion]
SUBCHAPTER B. PERSONS AUTHORI ZED TO RECEI VE SERVI CE OF PROCESS
Sec. 804.101. DOVESTI C COMPANY 36
Sec. 804.102. DOVESTI C COMPANY THAT MAI NTAI NS PRI NCl PAL
OFFI CES OR BOOKS, RECORDS, AND ACCOUNTS
QUT OF STATE 37
Sec. 804.103. AUTHORI ZED ALI EN OR FOREI GN COMPANY 39
Sec. 804.104. RI SK RETENTI ON GROUP NOT CHARTERED IN THI S
STATE 40
Sec. 804.105. PERSON I N RECEI VERSHI P 41
Sec. 804.106. ELI G BLE SURPLUS LI NES | NSURER; POLI CY
REQUI REMENT FOR | NSURER AND AGENT 42
Sec. 804.107. UNAUTHORI ZED PERSON OR | NSURER 44
Sec. 804.108. | NSURANCE HOLDI NG COMPANY SYSTEM LAW 47
[ Sections 804. 109-804. 200 reserved for expansion]
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SUBCHAPTER C. PROCEDURES RELATI NG TO SERVI CE OF PROCESS ON
COWM SSI ONER
Sec. 804.201. PROCEDURE FOR SERVI NG COW SSI ONER 48
Sec. 804.202. EFFECT OF SERVI CE ON COW SSI ONER 49
Sec. 804.203. MAILING PROCESS; CERTIFI CATE 50
Sec. 804.204. RECORD 51
[ Sections 804. 205- 804. 300 reserved for expansion]
SUBCHAPTER D. PROCEDURES RELATI NG TO SERVI CE OF PROCESS ON
SECRETARY OF STATE
Sec. 804.301. PROCEDURE FOR SERVI NG SECRETARY OF STATE 51
Sec. 804.302. MAILING PROCESS 52
Sec. 804.303. RECORD 52
CHAPTER 804. SERVI CE OF PROCESS
SUBCHAPTER A. CGENERAL PROVI SI ONS
Revi sed Law
Sec. 804.001. DEFINITION. In this chapter, "process" neans
| egal process, including a demand or notice required or permtted
by law. (New.)

Revisor's Note

(1) The definition of "comm ssioner” is omtted fromthe
revised | aw as unnecessary because Section 31.001, |nsurance
Code, defines "comm ssioner" for purposes of this code and the
ot her insurance |laws of this state to nean the conm ssi oner of
i nsurance. The omtted | aw reads:

Art. 1.36

Sec. 1. In this article, "conm ssioner" neans the
Comm ssi oner of I nsurance.

(2) The definition of "process" is derived from Sections 2,
3, 4, 7, 8, 10, and 12, V.T.1.C Article 1.36. The definition is
added to the revised |law for drafting conveni ence and to
elimnate frequent, unnecessary repetition of the substance of
the definition.

Revi sed Law

Sec. 804.002. RULES. The comm ssioner may adopt rules

essential for the effective inplenentation of this chapter.
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(V.T.1.C. Art. 1.36, Sec. 13.)
Source Law

Sec. 13. The State Board of I|Insurance may pronul gate rul es
as may be determned by it to be essential for the effective
i npl ementation of this article.

Revisor's Note

Section 13, V.T.I1.C. Article 1.36, refers to the "State
Board of Insurance."” Chapter 685, Acts of the 73rd Legislature,
Regul ar Session, 1993, abolished that board and transferred its
functions to the conm ssioner of insurance and the Texas
Departnent of Insurance. Chapter 31 of this code defines
"comm ssioner"” and "departnent” for purposes of this code and the
other insurance laws of this state to nean the conm ssi oner of
i nsurance and the Texas Departnent of Insurance, respectively.
Throughout this chapter, references to the board have been
changed appropriately.

Revi sed Law
Sec. 804.003. FEES. A fee collected under this chapter
shall be deposited to the credit of the Texas Departnent of
| nsurance operating account for use by the departnent. The
departnent shall use the noney for paynent of sal aries and other
expenses arising fromthe:
(1) examnation of insurance conpanies;
(2) licensure of insurance conpanies; and
(3) investigation of violations of the insurance |aws
of this state. (V.T.I.C Art. 1.36, Sec. 3(h).)
Source Law

(h) Fees collected under this article nmust be deposited in
the State Treasury to the credit of the State Board of |nsurance
operating fund for the use and benefit of the State Board of
| nsurance as provided by |egislative appropriation. The noney
deposited shall be used for the paynent of salaries and other
expenses arising out of and in connection with the exam nation of
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I nsurance conpani es, the |icensing of insurance conpanies, and
i nvestigations of violations of the insurance laws of this state.

Revisor's Note

(1) Section 3(h), V.T.I.C. Article 1.36, requires fees to
be deposited in the state treasury to the credit of the State
Board of Insurance operating fund. Under the authority of
Chapter 4, Acts of the 72nd Legi slature, 1st Called Sessi on,
1991, the Texas Departnent of |nsurance operating fund (the |ater
name of the State Board of Insurance operating fund) was
converted to an account in the general revenue fund. The revised
law is drafted accordingly.

(2) Section 3(h), V.T.I.C. Article 1.36, states that fees
coll ected shall be for the use and benefit of the departnent "as

provi ded by | egislative appropriation.” The revised |law omts
t he quot ed | anguage as unnecessary because under Section 6,
Article VI11, Texas Constitution, noney may not be drawn fromthe

treasury unless a specific appropriation is nade.

(3) Section 3(h), V.T.1.C. Article 1.36, refers to expenses
arising out of "and in connection with" certain activities. The
revised law omts the quoted | anguage because its neaning is
i ncluded within the neaning of "arising out of."

[ Sections 804. 004-804. 100 reserved for expansion]
SUBCHAPTER B. PERSONS AUTHORI ZED TO RECEI VE SERVI CE OF PROCESS
Revi sed Law
Sec. 804.101. DOVESTIC COWANY. (a) In this section:

(1) "Donestic conpany” nmeans a conpany that is
domciled in and authorized to engage in the business of
insurance in this state.

(2) "Conpany" neans:

(A) an insurance conpany, including:
(i) a casualty insurance conpany;
(1i) a county mutual insurance conpany;
(ti1) an exenpt association under Section

887. 102;
(tv) a farmmutual insurance conpany;
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(v) a fire insurance conpany;
(vi) a fraternal benefit society;
(viit) a life insurance conpany;
(viti) a Lloyd s plan;
(1x) a nmutual assessnent conpany;
(x) a nutual insurance conpany other than a
mutual |ife insurance conpany;
(xi) a reciprocal exchange;
(xi1) arisk retention group;
(xiiti) a stipulated prem uminsurance
conpany;
(xiv) atitle insurance conpany; and
(xv) a carrier providing job protection
I nsur ance;
(B) a group hospital service corporation
(© a health mai ntenance organi zati on;
(D) a prepaid |l egal services corporation; or
(E) any other conpany engaged in the business of
i nsurance as a principal.
(b) A donestic conpany nay be served with process by:

(1) serving the president, an active vice president,
secretary, or attorney in fact at the home office or principal
pl ace of business of the conpany; or

(2) leaving a copy of the process at the hone office
or principal business office of the conpany during regul ar
busi ness hours. (V.T.1.C. Art. 1.36, Sec. 2(a); New.)

Source Law

Sec. 2. (a) Except as provided by Subsection (b) of this
section, a donmestic insurance carrier, including a casualty,
county mutual, farmmutual, fire, fraternal, life, Lloyd s,
mut ual other than life, reciprocal, stipulated premum or title
i nsurance conpany, and any nutual assessnent conpany, carrier
providing job protection insurance, risk retention group, group
hospi tal service corporation, health maintenance organi zation,
prepaid | egal services corporation, and exenpt associ ation under
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Article 14.17 of this code authorized to conduct the business of
insurance in this state, and any ot her conpany domciled in Texas
and engaged in the business of insurance as a principal, may be
served with | egal process, notice, or demand required or
permtted by | aw by serving the president, any active

vi ce-president, secretary, or attorney in fact at the hone office
or principal place of business of that carrier or by leaving a
copy of the process, notice, or demand at the hone office or
princi pal business office of the carrier during regular business
hour s.

Revi sor's Note
Section 2(a), V.T.1.C. Article 1.36, refers to a "donestic
i nsurance carrier" and various other entities "authorized to
conduct the business of insurance in this state.”" "Carrier" is a
termused in conjunction with traditional insurance. Included in

the source law are entities, such as heal th mai nt enance

organi zations, that are not insurers. Consequently, the revised
| aw uses "donestic conpany” to refer to certain entities instead
of the less accurate term"insurance carrier.” |In addition, the
revised | aw adds the definitions of "conpany"” and "donestic
conpany" for drafting convenience and to elimnate frequent,
unnecessary repetition of the substance of the definitions.

Revi sed Law

Sec. 804.102. DOVESTI C COMPANY THAT MAI NTAI NS PRI NCl PAL
OFFI CES OR BOOKS, RECORDS, AND ACCOUNTS OQUT OF STATE. (a) In
this section, "donestic conpany” has the neani ng assi gned by
Section 803. 001.

(b) As a condition of being authorized to engage in the
busi ness of insurance in this state, a donestic conpany that
under Chapter 803 has noved its principal offices and any part of
its books, records, and accounts outside this state and the
controlling person of an affiliated insurance hol di ng conpany
system nust appoint and maintain as agent for service of process
a person in this state on whoma judicial or adm nistrative
process may be served.
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(c) If a domestic conpany does not appoint or maintain a
person in this state as agent for service of process or the agent
cannot with reasonable diligence be found, the comm ssioner may
accept service of process and notify the conpany in the manner
provi ded by Subchapter C. (V.T.1.C. Art. 1.36, Sec. 2(b).)

Source Law

(b) As a condition of being authorized to conduct the
busi ness of insurance in this state, a donestic carrier and the
controlling person of the affiliated insurance hol di ng conpany
systemthat has noved its principal offices and any portion of
its books, records, and accounts outside this state under Article
1.28 of this code nust appoint and maintain a person in this
state as attorney for service of process on whomall judicial and
adm ni strative processes, notices, or demands may be served. The
conmi ssioner is authorized to accept service and notify the
carrier, in the manner provided by Section 3 of this article, if
the carrier does not appoint or maintain an attorney for
acceptance of service who cannot with reasonable diligence be
f ound.

Revisor's Note

(1) Section 2(b), V.T.1.C. Article 1.36, refers to a
donestic "carrier" that takes certain actions under V.T.I.C
Article 1.28. The revised law refers to a "donestic conpany”
because that is the phrase used in Chapter 803, which revises
Article 1.28. A reference to the definition of "donestic
conpany"” in Section 803.001 is added for clarification.

(2) Section 2(b), V.T.1.C. Article 1.36, refers to the
appoi nt ment and nai ntenance of a person as "attorney" to receive
service of process. It is clear fromthe context that the person
does not need to be an attorney at law to receive service of
process. The revised | aw substitutes "agent" for "attorney"

t hroughout this chapter for consistency and because the word
"agent" is nore commonly used to describe the person designated
to receive service of process in the context of Section 2(b).
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Revi sed Law
Sec. 804.103. AUTHORI ZED ALI EN OR FOREI GN COVPANY. (a) In
this section, "conpany" neans:
(1) an insurance conpany, including a:
(A) fire, casualty, or fire and casualty
I nsurance conpany;
(B) fraternal benefit society;
(© life insurance conpany, including a nutual or
nonprofit |ife insurance conpany;
(D) Lloyd s plan;
(E) Mexican casualty insurance conpany;
(F) rmutual fire, mutual casualty, or mutual fire
and casual ty insurance conpany;
(G reciprocal exchange;
(H risk retention group; and
(I') title insurance conpany;
(2) a health maintenance organi zation; and
(3) any other insurance conpany, regardless of its
type or category, authorized to engage in the business of
insurance in this state.

(b) As a condition to being issued a certificate of
authority to engage in the business of insurance in this state,
an alien or foreign conmpany nust appoint a person in this state
as agent for service of process on whom any process to be served
on the conpany may be served.

(c) The comm ssioner is an alien or foreign conpany's agent
on whom process nmay be served as provided by Subchapter Cif the:

(1) conpany fails to appoint or maintain an agent
under Subsection (b);

(2) agent appointed under Subsection (b) cannot with
reasonabl e diligence be found; or

(3) conpany's certificate of authority is revoked.
(V.T.1.C Art. 1.36, Sec. 4.)
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Source Law

Sec. 4. (a) As a condition of being issued a certificate of
authority to conduct the business of insurance in this state,
foreign or alien insurance carriers, including a life, nutual
life, nonprofit life, fire, mutual fire and/or casualty, fire and
casualty, casualty, Mexican casualty, Lloyd's, reciprocal
fraternal, and title insurance conpany, and a health nai ntenance
organi zation, risk retention group, and any other foreign or
alien insurance conpany regardless of its type or category
aut horized to conduct the business of insurance in this state,
shal | appoint a person in this state as attorney for service of
process on whom any process, notice, or demand required or
permtted by law to be served on the insurance conpany nay be
served.

(b) If a foreign or alien insurance conpany authorized to
transact business in this state fails to appoint or maintain an
attorney for service in this state, or if an attorney for service
cannot with reasonable diligence be found, or if the certificate
of authority of a foreign insurance conpany is revoked, the
comm ssioner shall be the attorney for service of the conpany on
whom process, notice, or demand nmay be served as provided by
Section 3 of this article.

Revisor's Note

Section 4(a), V.T.1.C. Article 1.36, refers to "insurance
carriers" and various other entities "authorized to conduct the
busi ness of insurance in this state." Instead of the quoted
| anguage, the revised law refers to "conpany" for the reasons
stated in the revisor's note to Section 804.101.

Revi sed Law

Sec. 804.104. RI SK RETENTI ON GROUP NOT CHARTERED IN THI S
STATE. Arisk retention group that is not chartered but that is
registered in this state under Section 4(b)(3), Article 21.54,
nmust designate the comm ssioner as its agent for service of
process and recei pt of |egal docunments. (V.T.1.C. Art. 1.36, Sec.
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5(a).)

Source Law

Sec. 5. (a) Arisk retention group registered in this state
under Article 21.54 of this code nmust designate the comm ssioner
as its agent for service of process and receipt of |egal
docunent s.

Revisor's Note

(1) Section 5(a), V.T.1.C. Article 1.36, refers to a risk
retention group registered under V.T.1.C. Article 21.54. Only
one section in Article 21.54 refers to registration of a risk
retention group. For the reader's convenience, the revised | aw
cites the section which deals with a registered risk retention
group. In addition, the revised law clarifies that this section
deals only wwth a risk retention group not chartered in this
state. See Section 4(a), Article 21.54.

(2) Section 5, V.T.I1.C Article 21.54, refers to the
section providing the procedures and fees for service under this
section. The revised law omts the cross-reference as
unnecessary because Sections 804. 201, 804.202, and 804. 203 are
sufficient to state what | aw applies when the conmm ssioner is
desi gnat ed or appointed as agent to receive service of process on
a person's behalf. The omtted |aw reads:

(b) Procedures and fees for service of process on a risk
retention group are governed by Section 3 of this article.

Revi sed Law

Sec. 804.105. PERSON IN RECEIVERSH P. (a) Service of
process with respect to an individual, insurer, or other entity
for which a court has appointed the |iquidator as receiver nust
be made only on the receiver.

(b) If Subsection (a) applies, service on the conm ssioner
or the secretary of state has no effect. (V.T.1.C. Art. 1.36,
Sec. 6.)
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Source Law

Sec. 6. If a court of conpetent jurisdiction has appointed
the liquidator as receiver for any person, insurer, or other
entity, service of process with respect to that person, insurer,
or other entity nust be nmade on the person designated |iquidator
as receiver. This service of process has no effect if it is nade
on the comm ssioner or the secretary of state.

Revisor's Note

Section 6, V.T.1.C. Article 1.36, refers to a court "of
conpetent jurisdiction." The revised |law omts the quoted
| anguage as unnecessary because the general |laws of civil
jurisdiction determ ne which courts have jurisdiction over a
matter. For exanple, see Sections 24.007 through 24.011
Gover nment Code, for the general jurisdiction of district courts.

Revi sed Law

Sec. 804.106. ELI G BLE SURPLUS LI NES | NSURER; POLI CY
REQUI REMENT FOR | NSURER AND AGENT. (a) Each surplus lines
i nsurer that assunmes a surplus lines risk under Chapter 981 is
subject to this section.

(b) Any act of engaging in the business of insurance by an
eligible surplus lines insurer:

(1) constitutes the irrevocabl e appoi ntnent of the
secretary of state by that insurer as agent for service of
process arising fromthe insurer's engaging in the business of
insurance in this state, other than service of process for an
action or proceeding by the departnent or state; and

(2) signifies the insurer's agreenent that service
under this subsection has the sane effect as personal service on
the insurer or the insurer's successor in interest.

(c) An appointnment under Subsection (b)(1) is binding on
the eligible surplus lines insurer and the insurer's successor in
i nterest.

(d) A policy issued by an eligible surplus lines insurer or
a certificate of insurance issued by the surplus |ines agent nust
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contain a provision stating the substance of this section and
designating the person to whomthe conm ssioner is to nai
process. The plaintiff shall supply this address in any citation
served under this section

(e) This sectionis in addition to any other nethod
provi ded by | aw for service of process on a surplus |ines
i nsurer, including the nethod provided by Subchapter C.
(V.T.1.C. Art. 1.36, Sec. 12.)

Source Law

Sec. 12. (a) Any act of doing an insurance business by an
eligible surplus lines insurance conpany constitutes an
irrevocabl e appoi ntnment of the Secretary of State by that insurer
binding on it and its successors in interest to be the | aw ul
attorney for service of that insurer. The Secretary of State may
be served with any process, notice, or demand arising out of
doing an insurance business in this state by that insurer, except
in an action, suit, or proceeding by the State Board of |nsurance
or by the state.

(b) Any act of doing an insurance business by an eligible
surplus lines insurance conpany signifies the insurer's agreenent
that | egal process served under this section has the sane | egal
force and validity as personal service of process in this state
on that insurer or its successor in interest.

(c) Any policy issued by the surplus lines insurer or any
certificate of insurance issued by the surplus |lines agent nust
contain a provision stating the substance of this section and
designating the Person to whomthe conm ssioner is to nai
process. This address nust be supplied by the plaintiff in the
citation that is served.

(d) Each surplus lines insurer assumng a surplus |ines
risk under this article is considered to have nade itself subject
to the terns of this section.

(e) This section is cumulative of any ot her nethods that
may be provided by |aw for service of process on a surplus |lines
insurer, including Section 3 of this article.
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Revisor's Note

(1) Section 12(a), V.T.1.C Article 1.36, refers to "an
action, suit, or proceeding.” The revised law omts "suit"
because its neaning is included within the neaning of "action."

(2) Section 12(d), V.T.1.C. Article 1.36, refers to "[e]ach
surplus lines insurer assumng a surplus lines risk under this
article.” A surplus lines insurer does not assunme a surplus
lines risk under this article, which governs service of process.
Instead, V.T.1.C Article 1.14-2, revised as Chapter 981, governs
the assunption of surplus lines risk in Texas. The revised |aw
is drafted accordingly.

Revi sed Law

Sec. 804.107. UNAUTHORI ZED PERSON OR I NSURER. (a) In this
section, "personal representative" includes an executor or
adm ni strator.

(b) Any act of engaging in the business of insurance as
provi ded by Subchapter B, Chapter 101, by an unauthorized person
or insurer:

(1) constitutes the irrevocabl e appoi ntnent of the
comm ssioner by that person or insurer as agent for service of
process arising fromthe person's or insurer's engaging in the
busi ness of insurance in this state, other than service of
process for an action or proceeding by the departnent or state;

(2) constitutes the irrevocabl e appoi ntnent of the
secretary of state by that person or insurer as agent for service
of process for an action or proceedi ng descri bed by Subsection
(c) and arising fromthe person's or insurer's engaging in the
busi ness of insurance in this state; and

(3) signifies the agreenent of the person or insurer
t hat process served under this subsection and Subsection (d) has
the sane effect as personal service in this state on that person
or insurer or the personal representative of that person or
insurer or if a corporation, the corporation's successor in
i nterest.

(c) The process may be served on the secretary of state
only in an action or proceeding brought:
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(1) in court by the departnent or the state agai nst an
unaut hori zed person or insurer; or

(2) before the departnent by a process agai nst the
unaut hori zed person or insurer.

(d) Service of process on an unauthorized person or insurer
may be served on a person in this state that engages, on the
behal f of the unauthorized person or insurer, in an act of
engagi ng in the business of insurance in this state as provided
by Subchapter B, Chapter 101.

(e) In an action or proceeding in which process is served
under Subsection (b) or (d), a plaintiff or conplainant is not
entitled to a default judgnment or determ nation before the 30th
day after the date on which the copy of the process is nailed to
t he def endant.

(f) This section does not apply to an entity that was an
eligible surplus lines insurer under Chapter 981 on the date on
whi ch the applicable coverage was issued.

(g) This section does not limt or dimnish the right to
serve process on a person or insurer in any other manner provided
by law. (V.T.1.C Art. 1.36, Secs. 7(a), (b), (c), (d), 8(a),
(b), (c), (f), 10.)

Source Law

Sec. 7. (a) Any act of doing an insurance business as
provi ded by Section 2 of Article 1.14-1 of this code by an
unaut hori zed person or insurer is equivalent to and constitutes
an irrevocabl e appoi ntnment of the conm ssioner by that person or
insurer, binding on him his executor, adm nistrator, or personal
representative or, if a corporation, successor in interest to be
the lawful attorney for service of that person or insurer. The
comm ssi oner nmay be served any process, notice, or demand ari sing
out of doing an insurance business in this state by that person
or insurer, except in an action, suit, or proceeding by the State
Board of Insurance or by the state.

(b) Any act of doing an insurance business as provided by
Section 2 of Article 1.14-1 of this code by any unauthori zed
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person or insurer signifies the person's or insurer's agreenent
that | egal process served under this section has the sane | egal
force and validity as personal service of process in this state
on that person or insurer or his executor, adm nistrator, or
personal representative or, if a corporation, its successor in
i nterest.

(c) In addition to service under Section 3 of this article
and Subsection (a) of this section, service of process, notice,
or demand on an unaut horized person or insurer is valid if served
on any person in this state who on behal f of that unauthorized
person or insurer is doing any act of an insurance business as
provi ded by Section 2 of Article 1.14-1 of this code. This
section does not apply to surplus lines insurers which were
deened eligible surplus lines insurers pursuant to Article 1.14-2
of this code at the date the applicable coverage was i ssued.

(d) A plaintiff or conplainant is not entitled to a
judgnent by default in any action, suit, or proceeding in which
process, notice, or demand is served under this section earlier
than the 30th day after the date on which the copy of the
process, notice, or demand served is mailed to the defendant.

Sec. 8. (a) Service of process may be effected on the
secretary of state only in those actions, suits, or other
proceedi ngs brought:

(1) in court by the State Board of Insurance or by the
stat e agai nst unaut horized persons or insurers; or

(2) before the State Board of Insurance by notice,
order, pleading, or process against unauthorized persons or
i nsurers.

(b) Any act of doing an insurance business as provided by
Section 2 of Article 1.14-1 of this code by any unauthori zed
person or insurer is equivalent to and constitutes an irrevocable
appoi ntnent of the secretary of state by that person or insurer,
bi nding on him his executor, adm nistrator, or personal
representative or, if a corporation, successor in interest to be
the lawful attorney for service of that person or insurer. The
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secretary of state nmay be served | egal notice, order, pleading,
or other process in any proceedi ng descri bed by Subsection (a) of
this section that arises out of doing an insurance business in
this state by that person or insurer. This section does not
apply to surplus lines insurers which were deened eligible
surplus lines insurers pursuant to Article 1.14-2 of this code at
the date applicabl e coverage was issued.

(c) Any act of doing an insurance business as provided by
Section 2 of Article 1.14-1 of this code by any unauthorized
person or insurer signifies that such person or insurer agrees
that a notice, order, pleading, or other |egal process in the
proceedi ng descri bed by Subsection (a) of this section has the
sane |legal force and validity as personal service of process in
this state on that person or insurer or his executor,
adm ni strator, or personal representative or, if a corporation,
its successor in interest.

(f) A plaintiff or conplainant is not entitled to a
j udgnment or determ nation by default in any court or
adm ni strative proceeding in which a notice, order, pleading, or
ot her process in proceedings is served under this section earlier
than the 30th day after the date the copy of the service is
mai |l ed to the defendant.

Sec. 10. Sections 7 and 8 of this article do not Iimt or
abridge the right to serve process, notice, other pleading, or
demand on any person or insurer in any other manner provided by
| aw.

Revisor's Note
(1) Section 7(a), V.T.1.C. Article 1.36, refers to "an
action, suit, or proceeding.” The revised law omts "suit" for
the reason stated in Revisor's Note (1) to Section 804. 106.
(2) Section 8, V.T.1.C. Article 1.36, refers to a "notice,
order, pleading, or other |egal process,"” and Section 10,
V.T.1.C. Article 1.36, refers to "process, notice, other
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pl eadi ng, or demand." Section 804.001 defines "process" to nean
| egal process, including a notice or demand. The context of this
section and the entire article shows that the term "process"

i ncludes not only "notice," but also "order"” and "pl eading."
Throughout this chapter, the revised | aw substitutes "process”
for "order" and "pl eadi ng" because the nmeaning of those words is
i ncluded within the neaning of "process."

(3) Section 10, V.T.1.C. Article 1.36, provides that
Sections 7 and 8 of that article, revised in this section, do not
“"l'imt or abridge" the right to serve process. The revised | aw
substitutes "dimnish" for "abridge" because the terns are
synonynous and the fornmer is nore commonly used.

Revi sed Law

Sec. 804.108. | NSURANCE HOLDI NG COVPANY SYSTEM LAW A
person, as that termis defined by Section 823.002, that violates
Chapter 823 is considered to have appointed the comm ssi oner as
agent for service of process on the person for an action or
proceeding arising froma violation of that chapter. (V.T.1.C
Art. 1.36, Sec. 7(e) (part).)

Source Law

(e) . . . Any person defined by Subsection (i) of Section
2 of Article 21.49-1 of this code is considered to have perforned
acts equivalent to and constituting an appoi ntment of the
comm ssioner by that person to be his |awful attorney on whom
process in any action, suit, or proceeding arising out of
violations of Article 21.49-1 of this code may be served.
Procedures and fees for service of process are governed by
Section 3 of this article.

Revisor's Note
Section 7(e), V.T.1.C. Article 1.36, states that
"[ p]rocedures and fees for service of process are governed by
Section 3 of this article"” (now revised as Subchapter C). The
revised law omts the cross-reference as unnecessary because
Subchapter C provides sufficient authority as to what |aw applies
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when the comm ssioner is designated or appointed as agent to
receive service of process on a person's behal f.
[ Sections 804.109-804. 200 reserved for expansion]
SUBCHAPTER C. PROCEDURES RELATI NG TO SERVI CE OF PROCESS ON
COWM SSI ONER
Revi sed Law

Sec. 804.201. PROCEDURE FOR SERVI NG COW SSI ONER. (a)
Process served by serving the comm ssioner under this chapter
must be directed to the defendant and i ncl ude:

(1) for an unauthorized person or insurer, the nane
and address of the person or insurer to be served;

(2) for arisk retention group, the name and address
of the group to be served,;

(3) for a surplus lines insurer, the nane and address
of the insurer to be served,;

(4) for an unincorporated association, trust, or other
organi zation formed under Article 3.71, the nane and address of
t he association, trust, or organization; or

(5) for an authorized conpany, the nanme and address of
the conpany as it appears in the departnent records.

(b) Process may be served on the conm ssioner:

(1) personally by a disinterested person who is at
| east 18 years of age |eaving two copies of the process at the
of fice of the department during regular business hours wth:

(A) the comm ssioner; or
(B) an appointee of the conm ssioner authorized
to receive process; or

(2) by certified or registered mail.

(c) A fee not to exceed $50, payable by check or noney
order to the departnent, nust acconpany each process served on
the commssioner. (V.T.I.C. Art. 1.36, Secs. 3(a), (b), (c).)

Source Law

Sec. 3. (a) |If service of legal process, notice, or demand
is to be effected on a conpany or organi zation by serving the
comm ssi oner, the process, notice, or demand may be served
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personally by a disinterested person over 18 years of age by
| eaving at the offices of the State Board of |nsurance during
regul ar business hours two copies of the process, notice, or
demand with the comm ssioner or with any appoi ntee of the
conmi ssi oner authorized to receive process or by certified or
regi stered mail
(b) A fee of not nore than $50, payable by check or nobney
order to the State Board of |nsurance, nust be provided for each
| egal process, notice, or demand served on the conm ssioner, and
the fee nust acconpany each service of |egal process, notice, or
demand filed wth the comm ssioner.
(c) The citation nmust be directed to the defendant

I nsurance conpany or organi zation, served through the
conmmi ssi oner, and must include the foll ow ng:

(1) for a licensed conpany, the name and address of
the conpany as it appears in the records of the State Board of
| nsur ance;

(2) for an unauthorized person or insurer, the nanme
and address of the person or insurer to be served;

(3) for a surplus lines insurer, the nane and address
of the conpany to be served,

(4) for arisk retention group, the name and address
of the group to be served; or

(5) for an unincorporated association, trust, or other
organi zation formed under Article 3.71 of this code, the nane and
address of the association, trust, or organization.

Revisor's Note
Section 3(c)(1), V.T.I1.C. Article 1.36, refers to a
"licensed" conpany. The revised |aw substitutes "authorized" for
"lI'i censed" because "certificate of authority" is the termused
t hroughout this code in relation to an entity's authority to
engage in busi ness.

Revi sed Law
Sec. 804.202. EFFECT OF SERVI CE ON COWM SSI ONER. Servi ce on
the comm ssioner acting as agent for service of process is
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service on the principal. (V.T.1.C. Art. 1.36, Sec. 3(9g).)
Source Law

(g) Service on the conm ssioner acting as attorney for
service constitutes service on the principal.

Revi sed Law

Sec. 804.203. MAILING PROCESS; CERTIFICATE. (a) The
comm ssioner shall imediately send by registered or certified
mail, return recei pt requested, one copy of process served on the
conmi ssi oner under Section 804. 201 to:

(1) the defendant at the address supplied in the
process as provided by Sections 804.201(a)(1) through (4); or

(2) if Section 804.201(a)(5) applies, the hone office
or principal business office of the authorized conpany, as
indicated in the departnent records.

(b) The comm ssioner shall send by registered or certified
mai |, return receipt requested, copies of process served under
Section 804.108 to the | ast known address of the person.

(c) On receiving the return receipt for certified or
registered mail, the comm ssioner shall issue a certificate
show ng the service and proof of delivery by a return receipt to
the plaintiff and clerk of the court or agency where the
proceedi ng i s pendi ng.

(d) The comm ssioner shall provide on request the
certificate described by Subsection (c). The comm ssioner nmay
charge a fee not to exceed $10 for the certificate. (V.T.I1.C
Art. 1.36, Secs. 3(d), (f), 7(e) (part).)

Source Law

[ Sec. 3]
(d) If the process, notice, or denmand is served on the
comm ssioner, he shall imrediately have one copy forwarded by

certified or registered mail to:
(1) the home office or principal business office of
the conpany, if licensed, as indicated in the records of the
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State Board of |nsurance; or

(2) the defendant at the address supplied in the
citation as provided by Subdivision (2), (3), (4), or (5) of
Subsection (c) of this section.

(f)(1) Upon receiving the return receipt, the conm ssioner
shal|l issue a certificate showi ng the service and proof of
delivery by a return receipt for certified or registered mail to
the plaintiff and clerk of the court or agency where the case is
pendi ng.

(2) The comm ssioner shall provide on request a
certificate issued by himshow ng the service and proof of
delivery by a return receipt for certified or registered mail.
The conmi ssioner may charge a fee not to exceed $10 for this
certificate.

[ Sec. 7]

(e) . . . Copies of process shall be served on the
conmi ssioner and transmtted by the conm ssioner by registered or
certified mil to that person at his |ast known address.

Revisor's Note

(1) Section 3(d)(1), V.T.1.C. Article 1.36, refers to a
"licensed" conpany. The revised |aw substitutes "authorized" for
"licensed" for the reasons stated in the revisor's note to
Section 804. 201.

(2) Section 7(e), V.T.1.C. Article 1.36, states that
"copi es of process shall be served on the comm ssioner."” The
revised law omts the quoted | anguage as unnecessary because
Section 804.108 states that the conm ssioner is the agent for
service of process, and Section 7(e) states that the comm ssioner
shall mail copies of process.

Revi sed Law
Sec. 804.204. RECORD. The conm ssioner shall keep a record

of :
(1) each process served on the comm ssioner under this
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chapter; and
(2) the action taken by the conm ssioner regarding the
process. (V.T.I.C. Art. 1.36, Sec. 3(e).)
Source Law

(e) The comm ssioner shall keep a record of any process,
notice, or demand served on himunder this article and the action
taken by himw th reference to the process, notice, or demand.

[ Sections 804. 205- 804. 300 reserved for expansion]

SUBCHAPTER D. PROCEDURES RELATI NG TO SERVI CE OF PROCESS ON
SECRETARY OF STATE
Revi sed Law
Sec. 804.301. PROCEDURE FOR SERVI NG SECRETARY OF STATE.
Process served by serving the secretary of state under Section
804. 107 nust be served by leaving two copies of the process at
the office of the secretary of state during regul ar business
hours w t h:
(1) the secretary of state; or
(2) an appointee of the secretary of state authorized
to receive service. (V.T.1.C. Art. 1.36, Sec. 8(d).)
Source Law

(d) Service of a notice, order, pleading, or other process
in a proceedi ng described by Subsection (a) of this section nust
be made by leaving at the office of the secretary of state during
regul ar business hours two copies of the notice, order, pleading,
or other process. The copies may be left wth the secretary of
state or with any appointee of the secretary of state authorized
to receive service.

Revi sed Law
Sec. 804.302. MAILING PROCESS. The secretary of state shal
mai | one copy of process in the proceeding served on the
secretary of state under Section 804.301 to the defendant in a
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court proceeding or to whomthe process in an adm nistrative
proceeding is addressed or directed, at the person's or entity's
| ast known home office or principal place of business. (V.T.I.C
Art. 1.36, Sec. 8(e) (part).)

Source Law

(e) The secretary of state shall nail one copy of the
notice, order, pleading, or other process in the proceeding to
the defendant in a court proceeding or to whomthe notice, order,
pl eadi ng, or process in an adm nistrative proceeding is addressed
or directed at the person's or entity's last known home office or
princi pal place of business.

Revi sed Law
Sec. 804.303. RECORD. The secretary of state shall keep a
record of each process served on the secretary of state.
(V.T.1.C. Art. 1.36, Sec. 8(e) (part).)
Source Law

(e) . . . The secretary of state shall keep a record of
the notices, orders, pleadings, and other process served on him

Revi sor's Note
(End of Chapter)

Section 9, V.T.1.C. Article 1.36, states that the attorney
general may enforce an order or decision resulting from"a court
proceedi ng or an adm nistrative proceedi ng before the State Board
of Insurance under Sections 7 and 8 of this article." The
revised law omts this section as unnecessary for severa
reasons. First, although Section 9 refers to proceedi ngs "under
Sections 7 and 8" of Article 1.36, this statenent is inaccurate,
as there are no proceedi ngs under those sections. Instead, those
sections state conditions under which the conmm ssioner or
secretary of state nmay be served on an unaut horized person's
behal f. Second, V.T.1.C. Article 1.09-1 provides that the
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departnent "shall be represented and advised by the Attorney
General in all legal matters.” Finally, Section 101.105
specifically addresses the attorney general with respect to
"unaut hori zed insurance,” which is the subject of Sections 7 and
8, Article 1.36. The omtted | aw reads:

Sec. 9. The attorney general, on request of the State Board
of I nsurance, may proceed in the courts of this or any other
state or in any federal court or agency to enforce an order or
decision resulting froma court proceeding or an adm nistrative
proceedi ng before the State Board of Insurance under Sections 7
and 8 of this article.

CHAPTER 805. DI RECTORS, OFFI CERS, AND OTHER | NTERESTED
PERSONS
SUBCHAPTER A.  ACTIVITIES OF DI RECTORS, OFFI CERS,
AND SHAREHOLDERS
Sec. 805.001. DEFI N TIONS 54
Sec. 805.002. APPLICABILITY OF SUBCHAPTER 55
Sec. 805.003. PROH BI TED ACTI VI TI ES 57
Sec. 805.004. ACTIVITIES NOT PROH BI TED 58
[ Sections 805. 005-805. 020 reserved for expansion]
SUBCHAPTER B. CERTAI N PAYMENTS BY DI RECTORS, OFFI CERS, AND
TRUSTEES
Sec. 805.021. LIABILITY FOR FEE AND TAX PAYMENTS 61
CHAPTER 805. DI RECTORS, OFFI CERS, AND OTHER | NTERESTED
PERSONS
SUBCHAPTER A.  ACTIVITIES OF DI RECTORS, OFFI CERS,
AND SHAREHOLDERS
Revi sed Law
Sec. 805.001. DEFINITIONS. In this subchapter:

(1) "Major sharehol der” neans an individual,
corporation, partnership, association, joint-stock conpany,
busi ness trust, or unincorporated organization that is directly
or indirectly the beneficial owner of nore than 10 percent of any
class of an equity security of an insurer.

(2) "Subsidiary" nmeans a corporation:
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(A) of which at |east 50 percent of any class of
an equity security is owned by an insurer; or
(B) that is managed, directly or indirectly
controlled, or subject to control by an insurer. (V.T.1.C
Art. 1.29, Secs. 1l(a) (part), (b) (part).)
Source Law

Art. 1.29

Sec. 1. (a) [No director or officer of any insurance
conpany] transacting business in or organized under the | aws of
this State, and [no person] who is directly or indirectly the
beneficial owner of nore than 10% of any class of equity security
of any such insurance conpany,

(b) "Person," as used herein, shall nean an individual, a
corporation, a partnership, an association, a joint-stock
conpany, a business trust, or an unincorporated organization.

"Subsidiary," as used herein shall nmean any corporation in
whi ch an insurance conpany owns 50% or nore of any cl ass of
equity securities of such corporation, or which is managed by or
is directly or indirectly controlled by or is subject to control
by an i nsurance conpany.

Revisor's Note

(1) Section 1(a), V.T.I.C Article 1.29, refers to a
"person who is directly or indirectly the beneficial owner of
nmore than 10% of any class of equity security" of an insurer and
subsequently refers to that person as a "shareholder." For
drafting convenience and to clarify that each reference to a
"sharehol der” of an insurer under V.T.1.C. Article 1.29 neans a
person who is directly or indirectly the beneficial owner of nore
than 10 percent of any class of equity security of the insurer,
the revised | aw adds the definition of "major sharehol der” and
t hroughout the subchapter substitutes that termfor the substance
of the definition and for each reference to a "sharehol der."

(2) Section 1(b), V.T.I.C Article 1.29, defines "person."
The revised | aw i ncorporates the substance of that definition
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into the added definition of "major sharehol der" because the only
reference to "person” in the source lawis the reference to a
"person” who is a sharehol der, as described by Revisor's Note (1)
to this section.
Revi sed Law
Sec. 805.002. APPLICABILITY OF SUBCHAPTER. (a) This

subchapter applies to any insurer, including a:

(1) capital stock conpany;

(2) reciprocal or interinsurance exchange;

(3) Lloyd s plan;

(4) fraternal benefit society;

(5) rmutual conpany, including a mutual assessnent

conpany;

(6) local nutual aid association;

(7) burial association;

(8) county mutual insurance conpany;

(9) farmnutual insurance conpany;

(10) fidelity, guaranty, or surety conpany;

(11) rmutual life insurance conpany;

(12) nutual insurance conpany other than a nmutual life
I nsurance conpany;

(13) stipulated prem um conpany;

(14) title insurance conpany; and

(15) any other insurance conpany engaged in the
busi ness of insurance in or organized under the laws of this
state or otherw se regul ated under this code.

(b) A provision of this code Ilimting regulation under this
code does not limt the application of this subchapter.

(c) This subchapter controls if there is anbiguity or a
conflict between this subchapter and another provision of this
code. (V.T.I.C Art. 1.29, Secs. 1(b) (part), 2.)

Source Law

[ Sec. 1]
(b)

"I nsurance conpany," as used herein, shall include and nean
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capital stock conpanies, reciprocal or inter-insurance exchanges,
Ll oyd's conpanies, fraternal benefit societies, nutual and nutual
assessnment associations, |ocal mutual aids, |ocal nutual burial
associ ations, county and farm nutual associations, fidelity,
guaranty and surety conpanies, [trust conpani es organi zed under
the provisions of Chapter 7 of this Code,] nutual |ife insurance
conpani es, nutual insurance conpanies other than life, stipulated
prem um conpanies, title insurance conpanies, and all other
insurers transacting an insurance business in this State.

Sec. 2. The provisions of this Article are applicable to al
I nsurance conpani es subject to regulation by the Insurance Code
and any provision of exenption or any provision of
i napplicability or applicability Iimting such regulation in any
chapter of the Code are not in limtation of the provisions of
this Article, and in the event of conflict between this Article
and any other article of the Code or in the event of any
anbiguity the provisions of this Article shall govern.

Revisor's Note

Section 1(b), V.T.1.C Article 1.29, defines "insurance
conpany" to include "trust conpani es organi zed under the
provi sions of Chapter 7 of this Code." Those provisions were
derived originally from Chapter 10, CGeneral Laws, Acts of the
29t h Legi sl ature, 1st Called Session, 1905, and were eventually
transferred to the Insurance Code on the enactnent of that code
in 1951. The revised law omts the reference to "trust
conpani es" because Section 1, Chapter 388, Acts of the 55th
Legi sl ature, Regul ar Session, 1957, repeal ed the provisions of
Chapter 7, Insurance Code. The renmainder of Chapter 388 enacted
new requirenments applicable to the creation and organi zati on of
trust conpani es, sone of which were added to Vernon's Texas G vil
Statutes as Article 1513a. That article was repeal ed by Chapter
168, Acts of the 70th Legislature, 1987, which added the
substance of Article 1513a to the |aw on the organi zati on of
trust conpanies contained in Chapter Xl, The Texas Banki ng Code
(Article 342-1101 et seq., Vernon's Texas Civil Statutes). To
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the extent that any trust conpanies organi zed under Chapter 7,
| nsurance Code, still exist and operate as insurers, they are
included in the reference under Subsection (a)(15) of the revised
law to "any ot her insurance conpany engaged in the business of
insurance." The omtted | aw reads:

(b) . . . trust conpanies organi zed under the provisions of
Chapter 7 of this Code .

Revi sed Law

Sec. 805.003. PROH BITED ACTIVITIES. (a) A director,
of ficer, or major sharehol der of an insurer may not:

(1) except as provided by this subchapter, directly,
indirectly, or through a substantial interest in another
corporation, firm or business unit receive noney or another
thing of value for negotiating, procuring, recommending, or
aiding in a purchase, sale, or exchange of property or a |loan
fromthe insurer or its subsidiary;

(2) directly, indirectly, or through a substanti al
interest in another corporation, firm or business unit have a
pecuniary interest in a purchase, sale, exchange, or |oan
descri bed by Subdivision (1) as a principal, co-principal, agent,
or beneficiary; or

(3) directly or indirectly accept a | oan or guarantee
descri bed by Subsection (b).

(b) An insurer may not directly, indirectly, or through its
subsidiary make a loan to or guarantee the financial obligation
of a director, officer, or major sharehol der of an insurer.
(V.T.1.C Art. 1.29, Sec. 1(a) (part).)

Source Law

Sec. 1. (a) No director or officer of any insurance conpany
[and] no person [who is directly or indirectly the
beneficial owner of nore than 10% of any class of equity security
of any such insurance conpany,] shall receive, except as
permtted by this Article, any noney or valuable thing, either
directly or indirectly or through any substantial interest in any
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ot her corporation, firmor business unit for negotiating,
procuring, recommending or aiding in any purchase, sale or
exchange of property or |oan, made by any such conpany or any
subsidiary thereof; nor shall he be pecuniarily interested,
either as principal, co-principal, agent or beneficiary, either
directly or indirectly, or through any substantial interest in
any other corporation, firmor business unit, in any such
purchase, sal e, exchange or loan; nor shall such conpany make
any loan to or guarantee the financial obligation of any such
director, officer or shareholder, either directly or indirectly,
or through its subsidiaries, nor shall any such director, officer
or sharehol der accept any such | oan or guarantee either directly
or indirectly.

Revi sed Law
Sec. 805.004. ACTIVITIES NOT PROH BI TED. Thi s subchapter
does not prohibit:
(1) a director, officer, or major sharehol der of an
i nsurer from

(A) becom ng a policyhol der of the insurer and
exercising the usual rights of a policyhol der;

(B) participating as beneficiary in a pension
pl an, deferred conpensation plan, profit-sharing or bonus plan,
stock option plan, or simlar plan adopted by the insurer and for
which the director, officer, or major sharehol der may be eligible
under the terns of the plan;

(C© receiving a salary, bonus, or other
remuneration for a service rendered to the insurer as an enpl oyee
of the insurer and not in violation of another provision of this
code; or

(D) entering into an arms-length transaction with
the insurer if:

(1) the transaction is not prohibited by
anot her statute; and

(1i) the comm ssioner approves the
transaction before the transaction is made;
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(2) a director of an insurer from
(A) perform ng professional services not required
of a director by law, or
(B) receiving director's fees or reinbursenent
for an expense incurred in the performance of a duty as a
di rector;

(3) a transaction wthin an insurance hol di ng conpany
system by an insurer with its hol di ng conpany, subsidiary, or
affiliate that:

(A) is not prohibited by |aw
(B) neets the test of being fair and proper; and
(C© is reqgulated by another statute;
(4) a transaction or arrangenent that:
(A) is not prohibited by Iaw, and
(B) neets the test of being fair and proper as
prescribed by rul es adopted by the conm ssioner; or

(5) the approval and paynent of |awful dividends to

pol i cyhol ders and shareholders. (V.T.I.C Art. 1.29, Sec. 1(c).)
Source Law

(c) Nothing in this Article shall be construed as
prohi biting the foll ow ng:

(1) Any such director, officer or sharehol der from
becom ng a policyhol der of the insurance conpany and enjoying the
usual rights of a policyholder or fromparticipating as
beneficiary in any pension plan, deferred conpensation plan,
profit-sharing or bonus plan, stock option plan, or simlar plan
adopt ed by the insurance conpany and to which he nay be eligible
under the terms of such plan; or prohibit any such director,
of ficer or shareholder fromreceiving sal aries, bonuses and ot her
remuneration for services rendered to the insurance conpany as an
enpl oyee and not in violation of other provisions of the
| nsurance Code.

(2) Professional services performed by such directors
for duties not placed by |Iaw upon a director and director's fees
and expense rei nbursenent for the performance of their duties as
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di rectors.

(3) The approval and paynent of |awful dividends to
pol i cyhol ders and shar ehol ders.

(4) Any other arnms-length transaction not forbidden by
ot her statutes between such directors, officers and sharehol ders
and such i nsurance conpany, provided such transactions are
approved prior to the making thereof by the Conm ssioner of
| nsur ance.

(5 (A Any transactions wthin an insurance hol di ng
conpany system by insurers with their hol di ng conpani es,
subsidiaries or affiliates that are not prohibited by |aw, that
nmeet the test of being fair and proper, and that are regul ated by
other statutes; and (B) other transactions or arrangenents not
prohibited by law that neet the test of being fair and proper as
prescribed by rules and regul ati ons adopted by the State Board of
| nsur ance.

Revi sor's Note
(1) Section 1(c)(1), V.T.1.C. Article 1.29, refers to a
pol i cyhol der "enjoying the usual rights of a
policyholder . . . ." The revised | aw substitutes "exercising"

for "enjoying" because the terns are synonynous in context and
the former is nore comonly used.

(2) Section 1(c)(5(B), V.T.I1.C. Article 1.29, refers to
"rules and regulations.” The revised law omts the reference to
"regul ati ons" because under Section 311.005(5), CGovernnent Code
(Code Construction Act), a rule is defined to include a
regul ation. That definition applies to the revised | aw

(3) Sections 1(c)(4) and 1(c)(5(B), V.T.1.C. Article 1.29,
refer to the "Conm ssioner of Insurance" and the "State Board of
| nsurance, " respectively. Chapter 685, Acts of the 73rd
Legi sl ature, Regul ar Session, 1993, abolished the State Board of
| nsurance and transferred its functions to the conm ssioner of
i nsurance and the Texas Departnent of I|Insurance. Chapter 31
defines "comm ssioner” and "departnent” for purposes of this code
and the other insurance laws of this state to nean the
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conmi ssi oner of insurance and the Texas Departnent of |nsurance.
The revised law is drafted accordingly.

[ Secti ons 805. 005-805. 020 reserved for expansion]
SUBCHAPTER B. CERTAI N PAYMENTS BY DI RECTORS, OFFI CERS, AND
TRUSTEES
Revi sed Law

Sec. 805.021. LIABILITY FOR FEE AND TAX PAYMENTS. (a) In
this section, "fee or tax" includes a |icense, excise, privilege,
prem um or occupation fee or tax.

(b) A director, officer, or trustee of an insurer is not
personally liable, in complying with the law, for the paynent of
or for the determnation not to contest the paynent of a fee or
tax to a state or a political subdivision of a state that the
board of directors or trustees considers to be in the corporate
interest of the insurer.

(c) Subsection (b) does not apply if, before the paynment of
the fee or tax, the state court of final appellate jurisdiction
or the United States Suprene Court expressly holds that the | aw
i nposing the fee or tax is invalid.

(d) This section does not directly or indirectly limt,
mnimze, or interpret the rights and powers of an insurer or the
directors, officers, or trustees of an insurer. (V.T.I.C
Art. 21.37.)

Source Law

Art. 21.37. No officer, trustee, or director of any insurer
shall, in conplying with the statutes, be subject to any personal
l[iability by reason of any paynent, or determ nation not to
contest paynent, deenmed by the board of directors or trustees to
be in the corporate interest of such insurer, of any |icense,
exci se, privilege, premum occupation, or other fee or tax to
any State, territory, or political subdivision thereof, unless
prior to such paynent the statute, ordinance, or other |aw
i nposi ng such fee or tax shall have been expressly held invalid
by the State Court having final appellate jurisdiction in the
prem ses, or by the Suprenme Court of the United States; provided,
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however, that nothing contained herein shall be construed as
directly or indirectly limting, mnimzing, or interpreting the
rights and powers of insurers and their officers, trustees, and
directors heretofore existing.

Revisor's Note
(1) V.T.1.C Article 21.37 refers to a "State, [or]
territory . . . ." The revised law omts the reference to
"territory" as unnecessary because Section 311.005(7), Governnent
Code (Code Construction Act), defines "state,"” when referring to
a part of the United States, to include any territory of the
United States. That definition applies to the revised | aw
(2) V.T.1.C. Article 21.37 refers to a "statute, ordinance,
or other law." The revised law omts the references to "statute"
and "ordi nance" because "law' is defined as a body of rules of
action or conduct prescribed by a controlling authority and
havi ng binding | egal force, and "statute" and "ordi nance" are
included within the scope of that definition.
[ Chapters 806-820 reserved for expansion]
SUBTI TLE B. ORGANI ZATI ON OF REGULATED ENTI TI ES
CHAPTER 821. CENERAL PROVI SI ONS
SUBCHAPTER A. M NI MUM | NSURANCE TO BE MAI NTAI NED BY | NSURER
Sec. 821.001. APPLICABILITY OF SUBCHAPTER 62
Sec. 821.002. EXEMPTI ONS 64
Sec. 821.003. M N MUM REQUI REMENTS 65
Sec. 821.004. REPORT TO ATTORNEY CGENERAL; SU T AGAI NST
| NSURER 66
[ Sections 821. 005-821. 050 reserved for expansion]
SUBCHAPTER B. ASSOCI ATI ON OF | NSURANCE COVPANI ES
Sec. 821.051. PAYMENT OF TAXES AND FEES; COMPLI ANCE
W TH LAW 67
CHAPTER 821. CENERAL PROVI SI ONS
SUBCHAPTER A. M NI MUM | NSURANCE TO BE MAI NTAI NED BY | NSURER
Revi sed Law
Sec. 821.001. APPLICABILITY OF SUBCHAPTER. (a) This
subchapter applies to any insurer that is required by lawto hold
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a certificate of authority issued by the departnent, including:

(1) a donestic insurance conpany;

(2) a nutual life insurance conpany;

(3) a statewi de nutual assessnent conpany;

(4) a nutual insurance conpany other than a life
I nsurance conpany operating under Chapter 883;

(5 a Lloyd' s plan;

(6) a reciprocal or interinsurance exchange; and

(7) atitle insurance conpany.

(b) This subchapter does not apply to:

(1) an insurer before the second anniversary of the
date the insurer's original certificate of authority is issued;
or

(2) an insurer that was paid nore than $50,000 in
gross prem umincone by policyholders during the preceding
accounting year of the insurer. (V.T.I.C Art. 21.45, Sec. 1
(part).)

Source Law

Art. 21.45
Sec. 1. Every donestic insurance conpany, corporation
mutual |ife insurance conpany, state-w de nmutual assessnent

conpany, nutual insurance conpany other than |ife operating under
and governed by the provisions of Chapter 15 of the Insurance
Code, Lloyds, reciprocal or interinsurance exchange, title

i nsurance conpany, or other insurer which is by law required to
be licensed by the Board of Insurance Conm ssioners of the State
of Texas . . . provided, however, that the provisions of this Act
shall not apply to any such insurer which has had paid to it by
Policy Hol ders gross premiumincone in excess of Fifty Thousand
Dol l ars ($50,000) during its |ast preceding accounting year, or
until two (2) years after its original certificate of authority
has been issued; and .
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Revisor's Note

(1) Section 1, V.T.I1.C. Article 21.45, refers to an
"insurance conpany" and a "corporation." The revised law omts
the reference to "corporation” as unnecessary because the neani ng
of that termis included within the neaning of "conpany."

(2) Section 1, V.T.1.C. Article 21.45, refers to a nutual
i nsurance conpany "operating under and governed by the provisions
of Chapter 15 of the Insurance Code." The revised law omts
"governed by" as unnecessary because a conpany operating under a
chapter is necessarily governed by that chapter.

(3) Section 1, V.T.1.C Article 21.45, refers to an insurer
"required to be licensed.” The revised |aw substitutes "required
to hold a certificate of authority"” for "required to be |icensed"
because "certificate of authority" is the termused throughout
this code in relation to an entity's authority to engage in
busi ness.

(4 V.T.1.C Article 21.45 refers to the "Board of
| nsurance Comm ssioners.” Under Chapter 499, Acts of the 55th
Legi sl ature, Regul ar Session, 1957, adm nistration of the
insurance laws of this state was reorgani zed and the powers and
duties of the Board of Insurance Conmm ssioners were transferred
to the State Board of I|Insurance. Chapter 685, Acts of the 73rd
Legi sl ature, Regul ar Session, 1993, abolished the State Board of
| nsurance and transferred its functions to the conm ssioner of
i nsurance and the Texas Departnent of |nsurance, as appropriate.
Chapter 31 defines "conm ssioner"” and "departnent” for purposes
of this code and the other insurance laws of this state to nean
the comm ssioner of insurance and Texas Departnent of |nsurance,
respectively. Throughout this chapter, references to the Board
of Insurance Comm ssioners or the State Board of Insurance have
been changed appropriately.

(5 Section 1, V.T.1.C Article 21.45, refers to "its | ast
precedi ng accounting year," nmeaning the | ast precedi ng accounting
year of an insurer. The revised |aw substitutes "the precedi ng
accounting year of the insurer” for "its |ast preceding
accounting year."
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Revi sed Law
Sec. 821.002. EXEMPTIONS. This subchapter does not apply

t o:

(1) a fraternal benefit society operating under
Chapt er 885;

(2) a local mutual aid association or |ocal nutua
burial association operating under Chapters 886, 887, and 888;

(3) a statewi de nutual assessnment conpany or
associ ation operating under Chapters 881, 887, or 888;

(4) another association operating under Subchapter C,
Chapt er 887,

(5) a farmnutual insurance conpany operating under
Chapter 911; or

(6) a county nutual fire insurance conpany operating
under Chapter 912. (V.T.1.C Art. 21.45, Sec. 3.)

Source Law

Sec. 3. The local nutual aid associations and | ocal nutual
burial associations authorized to transact business under
Chapters 12 and 14 of the Insurance Code, state-w de nutual
assessnment conpani es or associations authorized to transact
busi ness under Chapters 13 and 14 of the Insurance Code, farm
mut ual i nsurance conpani es authorized to transact business under
Chapter 16 of the Insurance Code, county nutual fire insurance
conpani es aut horized to transact business under Chapter 17 of the
| nsurance Code, fraternal benefit societies authorized to
transact business under Chapter 10 of the Insurance Code, and
t hose associ ations which are authorized to transact business
under the provisions of Article 14.17 of the Insurance Code,
shall be exenpt fromthe provisions of this Article.

Revi sed Law
Sec. 821.003. M N MUM REQUI REMENTS. An insurer mnust
maintain at all times not |ess than 100 policyhol ders or
certificate holders nor |less than $200, 000 of insurance that the
insurer has witten or acquired through reinsurance contracts.
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(V.T.1.C. Art. 21.45, Sec. 1 (part).)
Source Law

Sec. 1. [Every donestic insurance conpany, corporation
mutual |ife insurance conpany, state-w de nmutual assessnent
conpany, nutual insurance conpany other than |ife operating under
and governed by the provisions of Chapter 15 of the Insurance
Code, Lloyds, reciprocal or interinsurance exchange, title
i nsurance conpany, or other insurer which is by lawrequired to
be licensed by the Board of Insurance Conm ssioners of the State
of Texas,] shall maintain in force at all tinmes not |ess than one
hundred (100) Policy Holders or Certificate Hol ders nor |ess than
Two Hundred Thousand Dol | ars ($200, 000) of insurance which has
been witten by said insurer or which has been acquired through
rei nsurance contracts;

Revi sed Law

Sec. 821.004. REPORT TO ATTORNEY GENERAL; SU T AGAI NST
| NSURER. (a) The departnent shall report to the attorney general
an insurer's failure to conply with this subchapter.

(b) On receiving a report under Subsection (a), the
attorney general shall bring suit in a district court in Travis
County agai nst the insurer to cancel, forfeit, and revoke the
i nsurer's:

(1) charter, articles of association, or articles of
agreenent; and
(2) certificate of authority. (V.T.1.C Art. 21.45,

Sec. 2.)
Source Law

Sec. 2. The Board of Insurance Comm ssioners shall report to
the Attorney Ceneral the failure of any insurer to conply with
the provisions of this Article, whereupon the Attorney GCeneral
shall bring suit in any district court of Travis County, Texas,
for the purpose of cancelling, forfeiting and revoking the
charter, articles of association, or articles of agreenent, and
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for the purpose of cancelling, forfeiting and revoking the
certificate of authority of any such insurer.

Revi sor's Note
(End of Subchapter)

Section 1, V.T.1.C. Article 21.45, provides that, until one
year after the effective date of the article, the article does
not apply to an insurer that has been issued an origi nal
certificate of authority before the effective date of the
article. The revised law omts that provision as executed | aw
because Article 21.45, which took effect on Septenber 5, 1955,
has been in effect for nore than one year and now applies to any
i nsurer not otherw se excepted whose original certificate of
authority was issued before that date. The omtted | aw reads:

Sec. 1. . . . further provided that the provisions of this
Act shall not take effect as to any insurer which has heretofore
been issued an original certificate of authority until one (1)
year after the effective date of this Act.

[ Sections 821. 005-821. 050 reserved for expansion]

SUBCHAPTER B. ASSOCI ATI ON OF | NSURANCE COVPANI ES
Revi sed Law
Sec. 821.051. PAYMENT OF TAXES AND FEES; COWMPLI ANCE W TH
LAW (a) Life, health, fire, marine, or inland marine insurance
conpani es that associate to issue or sell insurance policies may
not engage in the business of insurance in this state until each
conpany has:
(1) paid the conpany's taxes and fees that are due;

and
(2) conplied with all requirenents of |aw.
(b) The comm ssioner may not authorize to engage in the
busi ness of insurance in this state an insurance conpany that
does not conply with Subsection (a). (V.T.1.C. Art. 21.34.)
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Source Law

Art. 21.34. In the event that any nunber of insurance
conpani es, whether life, health, fire, marine or inland, should
associ ate thensel ves together for the purpose of issuing or
vendi ng policies or joint policies of insurance, such association
shall not be permtted to do business in this State until the
taxes and fees due fromeach of said conpanies shall have been
paid and all the conditions of the law fully conplied with by
each conpany; and any conpany failing or refusing to pay such
taxes and fees, and to fully conply with the requirenents of | aw,
shal |l be refused perm ssion by the Board to do business in this
St at e.

Revisor's Note
V.T.1.C. Article 21.34 refers to "marine or inland"
i nsurance conpani es. The revised |aw substitutes "inland mari ne"
for "inland" because "inland nmarine insurance" is the phrase nore
commonly used in the insurance industry.
CHAPTER 822. GENERAL | NCORPORATI ON AND REGULATORY
REQUI REMENTS FOR | NSURANCE COMPANI ES OTHER THAN
LI FE, HEALTH, OR ACCI DENT | NSURANCE COMPANI ES
SUBCHAPTER A. CGENERAL PROVI SI ONS
Sec. 822.001. APPLICABILITY OF CHAPTER 69
Sec. 822.002. APPLICABILITY OF LAW GOVERNI NG CORPORATI ONS 70
Sec. 822.003. EFFECT ON TRANSACTI ONS BETWEEN | NSURANCE
COVPANI ES AND OTHERS 71
[ Sections 822. 004-822. 050 reserved for expansion]
SUBCHAPTER B. FORVATI ON AND STRUCTURE OF COMPANY
Sec. 822.051. FORMATI ON OF COVPANY 73
Sec. 822.052. ARTICLES OF | NCORPORATI ON 74
Sec. 822.053. COWANY'S NAVE 74
Sec. 822.054. CAPI TAL STOCK AND SURPLUS REQUI REMENTS 74
Sec. 822.055. SHARES OF STOCK W TH PAR VALUE 75
Sec. 822.056. SHARES OF STOCK W THOUT PAR VALUE 78
Sec. 822.057. APPLI CATI ON FOR CHARTER 80
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Sec. 822.058. ACTI ON BY COW SSI ONER AFTER FI LI NG OF
APPL| CATI ON FOR CHARTER 83
Sec. 822.059. ACTI ON ON APPLI CATI ON FOR CHARTER 84
Sec. 822.060. ACTI ON ON APPLI CATI ON 85
Sec. 822.061. | SSUANCE OF CHARTER 86
[ Sections 822.062-822. 100 reserved for expansion]
SUBCHAPTER C. AUTHORITY TO ENGAGE I N BUSI NESS I N THI S STATE
Sec. 822.101. CERTIFI CATE OF AUTHORI TY 87
[ Sections 822.102-822. 150 reserved for expansion]
SUBCHAPTER D. MANAGEMENT OF COVPANY
Sec. 822.151. CONDUCTI NG SHAREHOLDERS MEETI NG 88
Sec. 822.152. BOARD OF DI RECTORS 89
Sec. 822.153. ELECTI ON OF DI RECTORS 90
Sec. 822.154. OFFI CERS 91
Sec. 822.155. APPLI CATI ON FOR AMENDMVENT OF CHARTER 91
Sec. 822.156. CERTI FI CATE REQUI RED FOR AMENDMVENT OF CHARTER
TO AUTHORI ZE SHARES W THOUT PAR VALUE 92
Sec. 822.157. ACTI ON BY COW SSI ONER AFTER FI LI NG OF
APPL| CATI ON FOR CHARTER AMENDMENT 93
Sec. 822.158. DETERM NATI ON ON APPLI CATI ON FOR CHARTER
AVENDNVENT 94
[ Sections 822.159-822. 200 reserved for expansion]
SUBCHAPTER E. CAPI TAL, SURPLUS, AND GUARANTY FUND
REQUI REMENTS
Sec. 822.201. APPLICABILITY OF CAPI TAL AND SURPLUS
REQUI REMENTS 96
Sec. 822.202. FULL COVERAGE AUTOMOBI LE | NSURANCE
DETERM NATI ON OF AMOUNTS 96
Sec. 822.203. CAPI TAL REQUI RED GENERALLY 97
Sec. 822.204. FORM OF CAPI TAL AND SURPLUS 98
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Sec. 822.205. UNENCUMBERED SURPLUS OR GUARANTY FUND
REQUI REMENTS FOR CERTAI N | NSURANCE
COVPANI ES 99
Sec. 822.206. REPURCHASE OF CAPI TAL STOCK BY TENDER OFFER
OR PRI VATE TRANSACTI ON 101
Sec. 822.207. REPURCHASE OF CAPI TAL STOCK ON OPEN
MARKET 102
Sec. 822.208. APPLI CATI ON FOR REPURCHASE OF COWPANY' S
SHARES SUBJECT TO OTHER LAW 103
Sec. 822.209. REINVESTMENT OF CAPI TAL STOCK 104
Sec. 822.210. COW SSI ONER MAY REQUI RE LARGER CAPI TAL AND
SURPLUS AMOUNTS 105
Sec. 822.211. ACTION OF COW SSI ONER WHEN CAPI TAL OR SURPLUS
REQUI REMENTS NOT SATI SFI ED 106
Sec. 822.212. | NCREASE OF CAPI TAL AND SURPLUS 107
CHAPTER 822. GENERAL | NCORPORATI ON AND REGULATORY
REQUI REMENTS FOR | NSURANCE COMPANI ES OTHER THAN
LI FE, HEALTH, OR ACCI DENT | NSURANCE COMPANI ES
SUBCHAPTER A. CGENERAL PROVI SI ONS
Revi sed Law
Sec. 822.001. APPLICABILITY OF CHAPTER Except as ot herw se
provided by this code, this chapter applies to the formation of
each conpany or organi zation that proposes to engage in any Kkind
of insurance business other than a life, health, or accident
i nsurance conpany organi zed or operating under Chapter 841, 881,
882, 884, 885, 886, 887, or 888. (V.T.I.C. Art. 2.01, Subsec.
(a); Art. 2.18 (part).)

Source Law

Art. 2.01. (a) The provisions of this Chapter shall apply
to the formati on of each conpany or organi zati on whi ch proposes
to engage in any kind of insurance business, other than |ife,
heal th or accident insurance conpani es organi zed or operating
under the provisions of Chapters 3, 10, 11, 12, 13, 14, or 22 of
this Code; and except as in this Code otherw se provided.

78C204 DLF-D
81



Art. 2.18. . . . None of the provisions of this Chapter 2
shal |l apply to insurance conpani es organi zed or operating under
the provisions of Chapter 3 or Chapter 11 of this Code, and
Chapters 10, 12, 13, or 14 of this Code.

Revisor's Note
Subsection (a), V.T.I.C Article 2.01, refers to Chapter 3
of this code. The pertinent portions of Chapter 3 relating to
the formation of donestic life, health, and accident insurance
conpanies are revised in Chapter 841. The revised lawis drafted
accordingly.

Revi sed Law
Sec. 822.002. APPLI CABILITY OF LAW GOVERNI NG CORPORATI ONS

An i nsurance conpany incorporated in this state is subject to the
Texas Business Corporation Act, the Texas M scel | aneous
Corporation Laws Act (Article 1302-1.01 et seq., Vernon's Texas
Cvil Statutes), and any other law of this state that governs
corporations in general to the extent those | aws are not
i nconsistent with this code. (V.T.I.C. Art. 2.18 (part).)

Source Law

Art. 2.18. The | aws governing corporations in general shal
apply to and govern insurance conpanies incorporated in this
State in so far as the sane are not inconsistent with any
provi sion of this Code.

Revisor's Note
V.T.1.C. Article 2.18 refers to "laws governi ng corporations
in general." For the convenience of the reader, the revised | aw
adds references to the Texas Business Corporation Act and the
Texas M scel | aneous Corporation Laws Act (Article 1302-1.01 et
seqg., Vernon's Texas Cvil Statutes), which are |laws that govern
corporations in general.
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Revi sed Law
Sec. 822.003. EFFECT ON TRANSACTI ONS BETWEEN | NSURANCE

COMPANI ES AND OTHERS. The foll owi ng sections do not restrict or
nodi fy any provision of this code relating to a transaction
bet ween an i nsurance conpany and the insurance conpany's
affiliates, or between an insurance conpany and certain
sharehol ders, directors, or officers of the insurance conpany, as
provi ded by Subchapter A, Chapter 805, and Chapter 823:

(1) Sections 822.055 and 822. 056;

(2) Section 822.057(a)(4);

(3) Section 822.061;

(4) Section 822.156;

(5) Sections 822.158(d) and (e); and

(6) Sections 822.206 and 822.207. (V.T.I.C Art. 2.07,
Sec. 7(c).)

Source Law

(c) No provision of this article shall be deened to
restrict or nodify the provisions in the I nsurance Code relative
to transactions between an insurer and its affiliates, certain
sharehol ders, directors and officers as defined and Iimted by
Chapter 1037, Acts of the 62nd Legi sl ature, Regul ar Session, 1971
(Article 1.29, Vernon's Texas | nsurance Code), and Chapter 356,
Acts of the 62nd Legi sl ature, Regul ar Session, 1971 (Article
21.49-1, Vernon's Texas |nsurance Code), as the sane now exi st or
may be anmended in the future.

Revisor's Note

Section 7(c), V.T.1.C. Article 2.07, refers to "Chapter
1037, Acts of the 62nd Legi sl ature, Regul ar Session, 1971
(Article 1.29, Vernon's Texas | nsurance Code), and Chapter 356,
Acts of the 62nd Legi sl ature, Regul ar Session, 1971 (Article
21.49-1, Vernon's Texas | nsurance Code), as the sane now exi st or
may be anmended in the future."” The pertinent parts of those
articles are revised as Subchapter A, Chapter 805, and Chapter
823, respectively. The revised lawis drafted accordingly. The
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revised law omts the phrase "as the same now exist or may be
anmended in the future" because Section 311.027, CGovernnent Code
(Code Construction Act), applicable to the revised |aw, states
that a reference to a statute includes reenactnents, revisions,
or anmendnents of the statute.
Revisor's Note
(End of Subchapter)

(1) V.T.1.C. Article 2.03-1 provides that "[l]ive stock
I nsurance conpani es organi zed prior to April 1, 1955 under the
provisions of Article 2.03 of the Insurance Code and conti nui ng
to do a live stock insurance business only" are exenpt fromthe
provisions of this code. The original provision of V.T.I.C
Article 2.03, which provided for the organization of |ivestock
I nsurance conpani es, was anmended by Section 6, Chapter 117, Acts
of the 54th Legislature, Regular Session, 1955, to incorporate
the provisions relating to anendnents to charters now contai ned
in V.T..C Article 2.03. The effect of the amendnent is to
repeal by om ssion the original provisions of Article 2.03. The
subj ect of l|ivestock insurance conpani es was addressed by Section
12a of the 1955 amendnent, the provision enacting V.T.1.C,
Article 2.03-1. Article 2.03-1 is omtted fromthe revised | aw
because, according to the records of the Texas Departnent of
| nsurance, no |ivestock insurance conpany exists that continues
to wite livestock insurance exclusively. The omtted | aw reads:
Art. 2.03-1. Live stock insurance conpani es organi zed prior
to April 1, 1955 under the provisions of Article 2.03 of the
| nsurance Code and continuing to do a |ive stock insurance
busi ness only shall be exenpt fromthe provisions of this Act.

(2) V.T.1.C. Article 2.19 prohibits the incorporation of
certain conpanies nentioned in "Acts of 1923 of the 38th
Legi sl ature, Chapter 157, page 336, being Article 4698, Revised
Cvil Statutes of 1925." Section 1 of Chapter 157 descri bes
certain cooperative savings and contract |oan conpani es that were
required to be dissolved by that sanme section not |ater than the
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10t h anniversary of the date on which that Act was passed. The
revised law omts V.T.I.C. Article 2.19 as unnecessary because
this chapter does not purport to authorize the formation of a
cooperative savings and contract | oan conpany. The omtted | aw
r eads:

Art. 2.19. There shall not be incorporated any such
Co- operative Savings and Contract Loan Conpanies as are nentioned
in Acts of 1923 of the 38th Legislature, Chapter 157, page 336,
being Article 4698, Revised Cvil Statutes of 1925.

[ Sections 822.004-822. 050 reserved for expansion]
SUBCHAPTER B. FORVMATI ON AND STRUCTURE OF COMPANY
Revi sed Law

Sec. 822.051. FORMATI ON OF COWPANY. (a) Any nunber of
persons may form a conpany for the purpose of engaging in the
busi ness of insurance.

(b) To forma conpany, each incorporator nmust adopt and
sign the articles of incorporation of the conpany as provi ded by
this code. (V.T.I.C Art. 2.01, Subsec. (b) (part).)

Source Law

(b) Any nunber of persons desiring to forma conpany for
t he purpose of transacting insurance business shall adopt and
sign Articles of Incorporation as provided in this Code.

Revisor's Note
Subsection (b), V.T.I.C Article 2.01, refers to "persons
desiring to forma conpany.” Throughout this chapter, the
revised | aw substitutes the term"incorporators" for "persons
desiring to forma conpany” or "corporators" for drafting
conveni ence and for consistency with nodern usage and ot her
provi sions of this code.

Revi sed Law
Sec. 822.052. ARTICLES OF | NCORPORATION. Articles of
i ncorporation of a proposed insurance conpany nust state:
(1) the nane of the conpany;
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(2) the location of the conmpany's principal business
of fice;

(3) the kind of insurance business in which the
conpany proposes to engage;

(4) the anount of the conpany's capital stock; and

(5) the amount of the conpany's surplus. (V.T.I.C
Art. 2.02, Subsec. (a) (part).)

Source Law

Art. 2.02. (a) Such Articles of Incorporation shal

cont ai n:

1. The nane of the conpany;

2. The locality of the principal business office of
such conpany;

3. The kind of insurance business in which the conpany
proposes to engage;

4. The anount of its capital stock and its surplus

Revi sed Law
Sec. 822.053. COVWANY'S NAME. An insurance conpany's nanme
may not be so simlar to the nane of another insurance conpany as
to likely mslead the public. (V.T.1.C. Art. 2.02, Subsec. (a)

(part).)

Source Law

(a)
1. . . . the nane selected may not be so simlar to
t he nane of any other insurance conpany as to be likely to
m sl ead the public;

Revi sed Law
Sec. 822.054. CAPITAL STOCK AND SURPLUS REQUI REMENTS. (a)
An i nsurance conpany must have capital stock in an amount of at
least $1 mllion and surplus in an anount of at least $1 mllion.
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(b) At the tinme of incorporation, the required capital and
surplus nmust be in cash. (V.T.1.C. Art. 2.02, Subsecs. (a)

(part), (d).)
Source Law

(a)
4. [The amount of its capital stock and its surplus,]
whi ch shall in no case be less than $1 mllion capital and $1
mllion surplus.

(d) At the tinme of incorporation all of said capital and
surplus shall be in cash

Revi sed Law

Sec. 822.055. SHARES OF STOCK WTH PAR VALUE. (a) An
i nsurance conpany organi zed under the laws of this state may
aut hori ze the issuance of shares of stock with a par val ue of not
| ess than $1 or nore than $100. The conpany may increase from
tinme to time the nunber of shares with a par val ue by an
anendnent to the conpany's charter

(b) Each par val ue share of stock nmust be fully paid before
i ssuance in an anount that is not |less than the share's par
val ue. Par val ue shares issued under this section are not
subject to additional call or assessnent, and the subscriber or
hol der of those shares is not required to make an additi onal
paynment with respect to those shares.

(c) \When an application for charter or an anmendnent to the
charter authorizing the issuance of shares of stock with a par
value is filed, the insurance conpany shall file with the
departnment a statenment under oath stating:

(1) the total nunber of par val ue shares subscri bed;

and
(2) the actual total consideration the conpany
received for those shares.
(d) The sharehol ders of an insurance conpany authori zing
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par val ue shares of stock nust in good faith subscribe and fully
pay for shares representing at | east 50 percent of the total par
val ue of the authorized shares with a par val ue before the
conpany:
(1) is granted a charter; or
(2) anmends its charter to:
(A) authorize the issuance of par val ue shares;
or
(B) increase or decrease fromtinme to tine the
nunmber of authorized par val ue shares.

(e) If all of the authorized par val ue shares of stock are
not subscribed and paid for when the charter is granted or the
amendnent is filed, respectively, the insurance conpany shal
file wwth the departnent a certificate authenticated by a
majority of the directors stating the total nunber of shares
i ssued and the total consideration received for those shares. The
conpany shall file the certificate not later than the 90th day
after the date of issuance of those remaining shares. The
conpany is not required to file an anmendnent to its charter or
take further action to effect the increase in the capital and
surplus of the conpany.

(f) The consideration received by an insurance conpany for
a par value share constitutes capital to the extent of its par
val ue and the remainder, if any, constitutes surplus. (V.T.1.C
Art. 2.07, Secs. 1(a), (b), (c).)

Source Law

Sec. 1. (a) The shares of any insurance conpany organi zed
under the laws of this State, if shares with a nom nal or par
val ue, shall be divided into shares of not |ess than One Dol | ar
($1) each, and not nore than One Hundred Dol lars ($100) each and
t he stockhol ders of any such conpany authorizing the issuance of
its stock with a nom nal or par value shall be required in good
faith to subscribe and fully pay for shares representing at |east
fifty per cent (50% of the aggregate par value of the shares
aut hori zed to be issued with a nom nal or par value before said
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conpany shall be chartered or have its charter anmended so as to
aut hori ze the issuance of shares wwth a nomnal or par value. At
the tinme of filing of an original charter or any anendnent of an
exi sting charter authorizing issuance of stock of a nom nal or
par val ue, the conpany shall file a statenment under oath with the
State Board of Insurance setting forth the aggregate nunber of
shares with a nom nal or par val ue subscribed and the actua
aggregate consideration received by the conpany for such shares.
Any and all such shares with a nom nal or par value issued in
accordance with the provisions of this Section shall be fully
paid stock and not liable to any further call or assessnent

t hereon, nor shall the subscriber or holder be |iable for any
further paynments. The consideration received for such shares
shall constitute capital to the extent of the par value of such
share, and the excess, if any, of such consideration shal
constitute surplus. 1In no event shall the capital or surplus be
| ess than the mninumrequired by this Chapter.

(b) In the event all of the shares with a nom nal or par
val ue, authorized by the original charter or any anmendnent, are
not subscribed and paid for at the time the original charter is
granted, or the anmendnent is filed, then when such renaini ng
shares with nom nal or par value are sold and issued, the conpany
shall file with the State Board of Insurance, within ninety (90)
days after the issuance of such shares a certificate
aut henticated by the majority of the directors setting forth the
aggregat e nunber of such additional shares so issued and the
actual aggregate consideration received by the conpany for such
shares. The consideration received for such shares shal
constitute capital to the extent of the par value of such shares,
and the excess, if any, of such consideration shall constitute
surplus. Al shares with a nom nal or par value issued by the
conpany shall be fully paid for prior to issuance at a rate of
not |l ess than the par value thereof. No further act on the part
of the conpany and no charter anendnent shall be necessary to
effect the increase in capital or surplus, or both, of the

conpany.
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(c) The aggregate nunber of shares which the conpany has
authority to issue nmay be increased or decreased fromtine to
time by lawful charter anmendnent as |ong as shares representing
at least fifty per cent (50% of the aggregate par value of the
shares authorized to be issued wwth a nomnal or par value is in
good faith subscribed and paid for in full.

Revisor's Note

(1) Section 1, V.T.I.C. Article 2.07, refers to shares with
a "nomnal or par value.”" The revised law omts the term
"nom nal " because, in context, the terns are synonynous and "par
value" is nore commonly used.

(2) Section 1(a), V.T.I.C Article 2.07, refers to the
"State Board of Insurance."” Chapter 685, Acts of the 73rd
Legi sl ature, Regul ar Session, 1993, abolished that board and
transferred its functions to the comm ssioner of insurance and
t he Texas Departnment of I|Insurance. Chapter 31 defines
"comm ssioner” and "departnent” for purposes of this code and the
other insurance laws of this state to nean the conm ssi oner of
i nsurance and the Texas Departnent of |nsurance, respectively.
Throughout this chapter, references to the "State Board of
| nsurance" or the board have been changed to "conm ssioner"” or
"department," as appropriate.

(3) Section 1(a), V.T.1.C Article 2.07, provides that
“"[1]n no event shall the capital or surplus be |less than the
mnimumrequired by this Chapter."” The revised law omts the
quot ed | anguage as unnecessary because it duplicates the m ni num
capital and surplus requirenents of V.T.1.C. Article 2.02(a),
revised in pertinent part as Section 822.054.

(4) Section 1(c), V.T.1.C Article 2.07, provides for a
change in the nunber of authorized shares by "lawful charter
amendnent."” The revised law omts the word "lawful" as
unnecessary because it does not add to the clear neaning of the
| aw.
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Revi sed Law

Sec. 822.056. SHARES OF STOCK W THOUT PAR VALUE. (a) An
i nsurance conpany organi zed under the laws of this state, on
i ncorporation or by an amendnent to its charter, may authorize
t he i ssuance of shares of stock w thout par val ue.

(b) Each share of stock w thout par value nust be equal in
all respects.

(c) An insurance conpany may issue and di spose of
aut hori zed shares w thout par value for noney or for notes,
bonds, nortgages, and stock in the formauthorized by |aw for
capital stock of insurance conpanies. Each share of stock
W t hout par value nust be fully paid before issuance. After the
conpany receives paynent for a share of stock issued under this
section, the share is not subject to additional call or
assessnment and the subscriber or holder of the share is not
required to make an additional paynment wth respect to the share.

(d) The sharehol ders of an insurance conpany authori zing
shares of stock w thout par value nust in good faith subscribe
and pay for shares representing at |east 50 percent of the
aut hori zed shares w thout par value before the conpany is granted
a charter or has its charter anended to authorize the issuance of
shares w thout par value. The total anount paid for the shares
nmust be at |east $250, 000.

(e) If all of the authorized shares of stock w thout par
val ue are not subscribed and paid for when the charter is granted
or the anendnent is filed, respectively, the insurance conpany
shall file wth the departnment a certificate authenticated by a
majority of the directors stating the nunber of shares w t hout
par val ue issued and the consideration received for those shares.
An insurance conpany may issue and di spose of those renaining
aut hori zed shares for noney or an instrunent authorized for
m ni mum capi tal under Section 822.204 and Article 2.10.

(f) The insurance conpany shall file the certificate
requi red by Subsection (e) not later than the 90th day after the
date of issuance of those remaining shares. The portion of the
consi deration received for shares wi thout par value that is
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desi gnated as capital by the conpany's directors, or by the
conpany's shareholders if the charter or articles of
i ncorporation reserve the right to make that determnation to the
sharehol ders, constitutes capital and the remainder, if any,
constitutes surplus. The conpany is not required to file an
amendnent to its charter or take further action to effect the
increase in the capital and surplus of the conpany. (V.T.I.C
Art. 2.07, Secs. 2, 3, 5.)

Source Law

Sec. 2. Upon the incorporation or upon the amendnent of the
charter in the manner now or hereafter provided by |aw, of any
I nsurance conpany organi zed under the laws of this State,
provi sion may be made for the issuance of shares of its stock
w t hout a nom nal or par value. Every such share shall be equa
in all respects to every other such share; provided, however
t hat the stockhol ders of any such conpany authorizing the
i ssuance of its stock without nom nal or par value, shall be
required in good faith to subscribe and pay for at least fifty
(50) per cent of the authorized shares to be issued w thout
nom nal or par value, before said corporation shall be chartered
or have its charter anended so as to authorize the issuance of
shares wi thout nom nal or par value; and provided further that in
no event shall the anount so paid be less than Two Hundred Fifty
Thousand ($250, 000. 00) Dol l ars.

Sec. 3. Such conpanies may issue and di spose of their
aut hori zed shares having no nom nal or par value for noney or
t hose notes, bonds, nortgages and stocks of which the | aw
requires that capital stock of insurance conpani es shall consist.
Any and all shares w thout nom nal or par value issued for the
consideration prescribed or fixed in accordance with the
provi sions of this Section shall be fully paid stock and not
liable to any further call or assessnent thereon, nor shall the
subscri ber or holder be liable for any further paynents.

Sec. 5. In the event all of the shares of stock w thout
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nom nal or par value, authorized by the original charter or any
anendnent, are not subscribed and paid for at the tine the
original charter is granted or the anendnent is filed, then when
such remai ni ng shares of stock w thout nom nal or par value are
sold and issued, the conpany shall file with the Board, within
ninety (90) days after the issuance of such shares a certificate
authenticated by a majority of the directors setting forth the
nunber of such shares so issued and the actual consideration
recei ved by the conpany for such shares. That portion of the
consi deration received by the conpany for such shares and fi xed
by the Board of Directors, unless the charter or articles of

i ncorporation reserve to the shareholders the right to fix the
consi deration, shall constitute capital, and the excess, if any,
of such consideration shall constitute surplus. No further
action on the part of the conpany and no charter anendnent shal
be necessary to effect the increase in capital or surplus, or
both, of the conmpany. The consideration received for such shares
shall be the sane as that required by Article 2.03, Section 5 of
t hi s Code.

Revisor's Note

Section 5, V.T.1.C. Article 2.07, refers to the
consideration for shares "required by Article 2.03, Section 5 of
this Code." Section 5, Article 2.03, provides that "[t] he
property involved in any increase of capital or surplus or both
is properly valued and is as authorized by Article 2.08 or
Article 2.10 of this Code, as sane nmay be applicable.” Section
5 V.T.1.C. Article 2.07, thus, requires that the form of
consi deration received for shares under that section nust be the
sane as the formproperty may take under V.T.1.C Article 2.08 or
2.10. Article 2.08 is revised as Section 822.204. V.T.1.C.
Article 2.10 has yet to be revised in this code. The revised | aw
is drafted accordingly.

Revi sed Law
Sec. 822.057. APPLICATION FOR CHARTER. (a) To obtain a
charter for an insurance conpany, the incorporators nust pay to
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the departnment the fees prescribed by law and file with the
depart nent:
(1) an application for charter on the form and
containing the informati on prescribed by the conm ssioner;
(2) the conpany's proposed articles of incorporation;
(3) an affidavit nade by the incorporators or officers
of the conpany that states that:
(A) the capital and surplus is the bona fide
property of the conpany; and
(B) the information in the articles of
i ncorporation is true and correct; and
(4) if the application provides for the issuance of
shares of stock w thout par value, a certificate authenticated by
the incorporators stating:
(A) the nunber of shares w thout par val ue that
are subscri bed; and
(B) the actual consideration received by the
conpany for those shares.

(b) If the comm ssioner is not satisfied wwth the affidavit
filed under Subsection (a)(3), the comm ssioner may require that
the incorporators provide at their expense additional evidence of
a matter required in the affidavit before the comm ssioner:

(1) receives the proposed articles of incorporation or
the application for charter;

(2) provides notice of a hearing on the application
for charter or holds a hearing; or

(3) issues a certificate of authority to the conpany.

(c) The comm ssioner may not delay providing notice of a
hearing on the application for charter for nore than 10 days.
(V.T.I.C. Art. 2.01, Subsec. (b) (part); Art. 2.05; Art. 2.07,
Sec. 4 (part).)

Source Law

[Art. 2.01]
(b) . . . Applicants shall file with the Board an
application for charter on such formand include therein such
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informati on as nmay be prescribed by the Board, including the
affidavit or affidavits provided by Article 2.05, and the
proposed Articles of Incorporation or of Association, and shal
deposit with the Board the fees prescribed by | aw

Art. 2.05. The corporators or officers of any such conpany
shall be required to certify under oath to the Board the truth
and correctness of the facts set out in the Articles of
| ncorporation and in addition shall certify under oath to the
Board that the capital and surplus is the bona fide property of
such conpany.

If the Board is not satisfied in either event above, it may
at the expense of the incorporators require other satisfactory
evi dence before it shall be required to receive the Articles of
| ncorporation, or application for charter, or give notice of
hearing or hold sane, or issue original Certificate of Authority,
but may not delay the giving of notice of such hearing for nore
than ten days.

[Art. 2.07]

Sec. 4. Insurance conpani es authorizing the issuance of
shares of their stock without a nom nal or par val ue, shal
furnish to and file wth the Board at the tinme of the filing of

the charter or . . . authorizing the issuance of such stock, a
certificate authenticated by the incorporators as to the original
charter and . . . setting forth the nunber of shares w thout

nom nal or par val ue subscribed, and the actual consideration
recei ved by the conpany for such shares.

Revisor's Note
(1) Subsection (b), V.T.I.C. Article 2.01, refers to "the
proposed Articles of Incorporation or of Association." In the
context of the Insurance Code, articles of association are used
to describe certain organi zati onal docunents of certain types of
fraternal benefit societies under Chapter 10, |ocal mutual aid
associ ations under Chapter 12, and joint underwiting
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associ ations under Article 21.49-3b. V.T.1.C. Article 2.01(a),
revised as Section 822.001, states that this chapter does not
apply to the formation of fraternal benefit societies or of |ocal
mut ual aid associations. Joint underwiting associations are not
corporate entities and this chapter does not apply to their
formati on. Consequently, the revised law omts the reference to
articles of association as unnecessary.

(2) V.T.I.C. Article 2.05 refers to an "original
Certificate of Authority.” The revised law omts "original" as
unnecessary because, in the context of the revised law, it is
clear that the certificate of authority that is the subject of
the application is an original, not anmended, certificate.

Revi sed Law

Sec. 822.058. ACTION BY COW SSI ONER AFTER FI LI NG OF
APPLI CATI ON FOR CHARTER. (a) On receipt of an application for
the charter of an insurance conpany, the comm ssioner may set the
date for a hearing on the application.

(b) After the itens required for a charter under Sections
822.057(a)(1) and (2) are filed with the departnent and the
proposed i nsurance conpany has conplied with all | egal
requi renents and before any hearing, the conm ssioner shal
conduct an exam nation of the conpany to determ ne whether:

(1) the mnimum capital stock and surplus requirenents
of Section 822.054 are satisfied;

(2) the capital stock and surplus is the bona fide
property of the conpany; and

(3) the insurance conpany has fully conplied with
i nsurance | aws.

(c) The comm ssioner may appoint a conpetent and
di sinterested person to conduct the exam nation required by this
section. The examner shall file an affidavit of the examner's
findings wth the conm ssioner. The comm ssioner shall record the
affidavit. (V.T.1.C Art. 2.01, Subsec. (c) (part); Art. 2.04;
Art. 2.06.)
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Source Law

[Art. 2.01]
(c) Upon receipt of such application, the Board nmay set a
date for the hearing of the sane .

Art. 2.04. Wen the Articles of Incorporation and
Application for Charter of persons desiring to forma conpany
under this Chapter have been deposited wth the Board, and the
law in all other respects has been conplied with by the conpany,
prior to the hearing provided by Article 2.01, the Board shal
make or cause an exam nation to be nmade by sone conpetent and
di sinterested person or persons appointed by themfor that
purpose; and if it shall be found that the capital stock and
surplus of the conpany, to the anount required by |aw, has been
paid in, and is possessed by it, in noney, and that the sane is
the bona fide property of such conpany, and that such conpany has
in all respects conplied with the law relating to insurance, the
exam ners or exam ner shall so report to the Board.

Art. 2.06. If the exam nation be nade by one, other than the
Chai rman, the finding shall be certified under the oath of the
exam ner. Such finding and certificate shall be filed and
recorded in the office of the Chairman of the Board.

Revisor's Note

V.T.1.C. Article 2.06 refers to "the Chairman" and "t he
Chai rman of the Board," meaning the chairman of the Board of
| nsurance Comm ssioners. Under Chapter 499, Acts of the 55th
Legi sl ature, Regul ar Session, 1957, adm nistration of the
insurance laws of this state was reorgani zed and the powers and
duties of the Board of Insurance Conmm ssioners were transferred
to the State Board of I|nsurance. Chapter 685, Acts of the 73rd
Legi sl ature, Regul ar Session, 1993, abolished the State Board of
| nsurance and transferred its functions to the conm ssioner of
i nsurance and the Texas Departnent of I|Insurance. Chapter 31
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defines "comm ssioner” and "departnent” for purposes of this code
and the other insurance laws of this state to nean the
comm ssi oner of insurance and Texas Departnent of |nsurance,
respectively. Throughout this chapter, references to the Board
of Insurance Comm ssioners and the State Board of |nsurance have
been changed appropriately.

Revi sed Law

Sec. 822.059. ACTI ON ON APPLI CATI ON FOR CHARTER. (a) The
date for a hearing on an application for charter may not be
before the 11th or later than the 60th day after the date notice
is provided under this section.

(b) The departnent shall publish notice to all interested
parties of the place and date of a hearing in one or nore daily
newspapers of this state.

(c) The original report of the exam nation perfornmed under
Section 822.058 nust be a part of the record of the proceedi ngs
of the hearing. (V.T.1.C Art. 2.01, Subsecs. (c) (part), (d).)

Source Law

(c) . . . [the Board nay set a date for the hearing of the
sane] notifying all interested parties by notice published in one
or nore daily newspapers of this State of the place and date
t hereof, which date shall be not less than ten (10) nor nore than
sixty (60) days after the date of such notice.

(d) The original exam nation report provided by Article
2.04 shall be a part of the record of the hearing.

Revi sed Law
Sec. 822.060. ACTION ON APPLI CATION. (a) In considering

the application, the conm ssioner, not |ater than the 30th day
after the date on which a hearing under Section 822.057 is
conpl eted, shall determne if:

(1) the proposed capital structure of the conpany
nmeets the requirenents of this code;

(2) the proposed officers, directors, attorney in
fact, or managi ng head of the conpany have sufficient insurance
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experience, ability, standing, and good record to make success of
t he proposed conpany probabl e; and
(3) the applicants are acting in good faith.

(b) If the comm ssioner determ nes by an affirmative
finding any of the issues under Subsection (a) adversely to the
applicants, the comm ssioner shall reject the application in
witing, giving the reason for the rejection.

(c) If the comm ssioner does not reject the application
under Subsection (b), the comm ssioner shall approve the
application. On approval of an application, the articles of
i ncorporation of the conpany shall be filed with the departnent.
(V.T.1.C. Art. 2.01, Subsecs. (e), (f).)

Source Law

(e) In considering any such application, the Board shall,
within thirty (30) days after public hearing, determ ne whether
or not:

1. The proposed capital structure neets the m nimm
requi renents of this Code;

2. The proposed officers and directors, attorney in
fact or managi ng head have sufficient insurance experience,
ability, standing and good record to render success of the
proposed i nsurance conpany probabl e;

3. The applicants are acting in good faith.

(f) Should the Board by an affirmative finding determ ne
any of the above issues adversely to the applicants, it shal
reject the application in witing giving the reason therefor.
O herwi se such Board shall approve the application, whereupon
such Articles shall be deposited wth the Board.

Revi sor's Note
Subsection (e), V.T.I.C Article 2.01, refers to a "public
hearing" of the former State Board of Insurance. Throughout this
chapter, the revised |law omts "public" as unnecessary. In
context, "hearing" neans a hearing open to the public.
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Revi sed Law

Sec. 822.061. |SSUANCE OF CHARTER. (a) On receipt of a
charter fee in the anount determ ned under Article 4.07, the
conmi ssioner shall examne the articles of incorporation filed
wi th the departnent under Section 822.060 and any certificate
filed under Section 822.057(a)(4).

(b) If the comm ssioner approves the articles of
incorporation and, if applicable, the certificate filed under
Section 822.057(a)(4), the comm ssioner shall certify and file
t he approved docunents with the departnent records and, on
receipt of a fee in the anount determ ned under Article 4.07, the
conm ssioner shall issue a certified copy of the charter to the
i ncor porators.

(c) When the insurance conpany's charter is issued, the
charter is effective and the incorporators may proceed with the
organi zati on of the conpany as provided by this code. (V.T.1.C
Art. 2.07, Sec. 4 (part).)

Source Law

Sec. 4. . Upon receiving such certificate,
together wwth a charter fee as provided by Article 4.07 of this
Code, the Board shall exam ne the certificate and articles of
incorporation, and if the Board approves the certificate and
articles, it shall certify themand file themw th the Board
records. Upon receipt of proper paynent, the Board shall furnish
a certified copy of the charter to the incorporators or
sanme shall be effective. 1In case of original incorporation, said
conpani es shall proceed to organize in the manner now provi ded by
| aw for the organization of insurance conpani es.

Revi sor's Note
Section 4, V.T.1.C. Article 2.07, refers to the receipt of
"proper paynent" for providing a certified copy of the charter to
the incorporators. V.T.I.C Article 4.07 is a conprehensive fee
provi sion that authorizes the Texas Departnent of |nsurance to
set the amounts of various fees, including a fee for making

78C204 DLF-D
100



copi es of any paper of record in the Texas Departnent of

| nsurance. Accordingly, the revised | aw substitutes a general
reference to a fee in the anount determ ned under V.T.I.C,
Article 4.07.

[ Sections 822.062-822. 100 reserved for expansion]
SUBCHAPTER C. AUTHORI TY TO ENGAGE IN BUSINESS I N THI S STATE
Revi sed Law

Sec. 822.101. CERTIFI CATE OF AUTHORI TY. When the articles
of incorporation of an insurance conpany have been filed with the
departnment under Section 822.060 or the conpany has been
aut hori zed to engage in business as provided by |aw, the
conm ssioner shall issue to the conpany a certificate of
authority to commence busi ness as proposed in the conpany's
articles of incorporation or application for charter if the
conm ssioner determ nes that the conpany has fully conplied with
the law. (V.T.1.C Art. 2.21.)

Source Law

Art. 2.21. Wien the said Articles of Incorporation have been
deposited with the Board, or when the right to do business has
been approved as provided by law, and the lawin all other
respects has been conplied with by the conpany, the Board shal
i ssue to such conpany a Certificate of Authority to commence
busi ness as proposed in their Articles of I|ncorporation or
application or declaration.

Revisor's Note

V.T.1.C. Article 2.21 refers to an insurance conpany's
"declaration.”™ In the Insurance Code, the term "declaration"” is
used to refer to a subscriber's declarations, which are docunents
related to the formation of reciprocal or interinsurance
exchanges. V.T.1.C Article 19.12, revised as Section 942. 003,
provides that, with certain exceptions, this chapter does not
apply to the formation of reciprocal or interinsurance exchanges.
Accordingly, the revised law omts the reference to "declaration”
as unnecessary.
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[ Sections 822.102-822. 150 reserved for expansion]
SUBCHAPTER D. MANAGEMENT OF COWVPANY
Revi sed Law

Sec. 822.151. CONDUCTI NG SHAREHOLDERS MEETI NG (a) Except
as otherw se provided by this code, at a neeting of an insurance
conpany's sharehol ders to elect the conpany's board of directors
or to transact other conpany business, a quorumis any nunber of
shar ehol ders whose cunul ati ve ownership in the conpany represents
at |l east 51 percent of the conpany's stock.

(b) A shareholder may vote in person or by proxy. (V.T.I.C
Art. 2.13.)

Source Law

Art. 2.13. Except as may be otherw se provided in this code,
no neeting of stockholders shall elect directors or transact such
ot her business of the conpany, unless there shall be present, in
person or by proxy, a mgjority in value of the stockhol ders equal
to fifty-one percent of the stock of such conpany.

Revisor's Note

(1) V.T.1.C Article 2.13 provides that "no neeting of
stockhol ders shall elect directors or transact such other
busi ness of the conpany, unless there shall be present"” a certain
majority in value of shareholders. The revised | aw adds a
reference to the term"quorum" which neans the nunber of persons
or votes necessary for a body to act, for drafting convenience
and consistency with other provisions of this code.

(2) V.T.1.C. Article 2.13 provides that the sharehol ders of
an insurance conpany may not act at a neeting unless there is
present "a mpjority in value of the stockholders equal to
fifty-one percent of the stock of such conpany." The revised |aw
omts "mpjority" as unnecessary because 51 percent is clearly a
majority.

Revi sed Law
Sec. 822.152. BOARD OF DI RECTORS. (a) An insurance conpany
organi zed under the laws of this state is managed by its board of
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di rectors.

(b) The board consists of not fewer than seven directors.
A director:

(1) is not required to be a sharehol der unless such a
qualification is required by the articles of incorporation or
byl aws of the conpany; and

(2) serves until the director's successor is elected
and accepts the position.

(c) The board of directors nmay adopt byl aws and regul ations
as necessary to conduct the conpany's business. A mgjority of
the board is a quorum

(d) The board of directors shall keep a full and correct
record of the board' s transactions. The sharehol ders or other
i nterested persons may inspect those records during business
hour s.

(e) The directors shall fill a vacancy that occurs on the
board or in any office of the conpany. (V.T.1.C. Arts. 2.11
(part), 2.12 (part), 2.15, 2.16, 2.17.)

Source Law

Art. 2.11. The affairs of any insurance conpani es organi zed
under the laws of this state shall be nmanaged by not fewer than

seven (7) directors. . . . The directors then in office shal
continue in office until their successors have been duly chosen
and accepted the trust. . . . Neither directors nor . . . need

be stockhol ders unless the Articles of Incorporation or bylaws so
require.

Art. 2.12. . . . The directors chosen at such specia
meeting shall continue in office until their successors are duly
el ected and have accept ed.

Art. 2.15. The directors may establish such by-laws and
regul ations, not inconsistent with law, as shall appear to them
necessary for regulating and conducting the business of the
conpany.

Art. 2.16. The directors shall keep a full and correct
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record of their transactions, to be open during business hours to
the i nspection of stockhol ders and others interested therein.

Art. 2.17. The directors shall fill any vacancy which
occurs in the board or in any office of such conpany. A mgjority
of the board shall be a quorumfor the transaction of business.

Revisor's Note

(1) V.T.1.C Article 2.15 provides that the directors may
establish bylaws and regul ati ons "not inconsistent with |aw. "

The revised law omts the quoted | anguage as unnecessary because
the law authori zing the directors to adopt bylaws and regul ati ons
cannot reasonably be read to authorize illegal bylaws or
regul ati ons.

(2) V.T.1.C. Article 2.17 provides that a majority of the
board is a quorum"for the transaction of business."”™ The revised
| aw omts the quoted phrase as unnecessary. "Quoruni neans the
nunber of persons or votes necessary for a body to act.

Revi sed Law

Sec. 822.153. ELECTION OF DIRECTORS. (a) Not later than
the 30th day after the date on which the conpany's subscription
books are filed, the sharehol ders of an insurance conpany shal
nmeet to elect the conpany's initial board of directors. At the
nmeeti ng, each shareholder is entitled to one vote for each share
of stock.

(b) The sharehol ders of an insurance conpany shall neet
before May 1 of each year as provided by the conpany's bylaws to
el ect successor directors.

(c) If the shareholders do not elect directors at an annual
nmeeting, the shareholders may elect the directors at a speci al
sharehol ders neeting called for that purpose. Not later than the
30th day before the date of the special neeting, the sharehol ders
nmust publish notice of the neeting in a newspaper of general
circulation in the county in which the principal office of the
conpany is located. (V.T.1.C Arts. 2.11 (part), 2.12 (part).)
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Source Law

Art. 2.11. . . . Wthin thirty (30) days after the
subscri pti on books of the conpany have been filed, a magjority of
t he stockhol ders shall hold a neeting for the el ection of
directors, each share entitling the holder thereof to one (1)
vote. . . . The annual neeting for the election of directors of
any such conpany shall be held on or before April 30 of each year
as the bylaws of the conpany may direct.

Art. 2.12. If fromany cause the stockhol ders should fai
to elect directors at an annual neeting, they may hold a speci al
nmeeting for that purpose, by giving thirty (30) days' notice
t hereof in sone newspaper in general circulation in the county in
whi ch the principal office of the conpany is |ocated.

Revi sed Law

Sec. 822.154. COFFICERS. (a) An insurance conpany's
directors shall choose one of the directors to serve as the
conpany's president.

(b) Oher officers of the insurance conpany shall be chosen
in accordance with the conpany's bylaws. An officer other than
the president is not required to be a director or a sharehol der
unl ess such a qualification is required by the conpany's byl ans
or articles of incorporation.

(c) An insurance conpany's officers shall performduties,
recei ve conpensation, and provide security as stated in the
conpany's bylaws. (V.T.I.C Arts. 2.11 (part), 2.14.)

Source Law

Art. 2.11. . . . [Neither] . . . officers need be
st ockhol ders unless the Articles of Incorporation or bylaws so
require.

Art. 2.14. The directors shall choose a president from
their own nunber, and all other officers shall be chosen in
accordance wth the bylaws of the conpany, and none of such other
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officers need be either a director or a stockhol der except as
requi red by the bylaws of such conmpany. O ficers shall perform
such duties, receive such conpensation and give such security as
the bylaws may require.

Revi sed Law
Sec. 822.155. APPLI CATI ON FOR AMENDMVENT OF CHARTER. A

donesti c i nsurance conpany may anend its charter by paying to the
conmmi ssioner a fee in the anount determ ned under Article 4.07
and by filing with the departnent:

(1) an application for a charter anmendnent on the form
and containing the information prescribed by the comm ssioner;
and

(2) the conpany's proposed anendment. (V.T.I.C
Art. 2.03 (part).)
Source Law

Art. 2.03. Any donestic insurance corporation subject to the
provi sions of this Chapter may nake amendnents to its charter as
fol |l ows:

Applicants shall file with the Board the proposed anendnent
together wth an application on such form and including such
information as nmay be prescribed by the Board, and shall deposit
with the Board the fees prescribed by |aw.

Revisor's Note

V.T..C. Article 2.03 provides that a donestic insurance
conpany nust deposit wth the Texas Departnent of |Insurance "the
fees prescribed by law' when it files an application for an
amendnent to the conpany's charter. V.T.I1.C Article 4.07 is a
conpr ehensi ve fee provision that authorizes the departnent to set
t he amount of various fees, including a fee for the filing of an
amendnent to the conpany's charter. Accordingly, the revised | aw
substitutes a general reference to a fee in the anmount determ ned
under V.T.I.C Article 4.07.
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Revi sed Law
Sec. 822.156. CERTI FI CATE REQUI RED FOR AMENDMENT OF CHARTER

TO AUTHORI ZE SHARES W THOUT PAR VALUE. (a) |If a proposed
amendnent to the charter of an insurance conpany authorizes the
i ssuance of shares of stock w thout par value, the insurance
conpany nust file with the departnent, at the tinme the proposed
amendnent is filed, a certificate authenticated by a majority of
the directors stating:

(1) the nunber of shares wi thout par value that are
subscri bed; and

(2) the consideration the conpany received for those

shar es.

(b) On receipt of the certificate, the comm ssioner shal
exam ne the certificate. The conm ssioner shall certify and file
the certificate if the comm ssioner approves the certificate.
(V.T.I1.C Art. 2.07, Sec. 4 (part).)

Source Law

Sec. 4. Insurance conpani es authorizing the issuance of
shares of their stock without a nom nal or par val ue, shal
furnish to and file wth the Board at the tinme of the filing of

anendnent to the charter, authorizing the issuance of such
stock, a certificate authenticated . . . by a mgjority of the
directors as to an anmendnent, setting forth the nunber of shares
wi t hout nom nal or par val ue subscribed, and the actual
consi deration received by the conpany for such shares. Upon
recei ving such certificate . . . the Board shall exam ne the
certificate . . . and if the Board approves the certificate .
it shall certify [them and file [thenm] with the Board
records.

Revi sed Law
Sec. 822.157. ACTION BY COW SSI ONER AFTER FI LI NG OF
APPLI CATI ON FOR CHARTER AMENDMENT. (a) The conmm ssioner may
hold a hearing on an application for a charter amendnent. |If the
conmmi ssioner determnes to hold a hearing on the application, the
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conmmi ssioner, after the itens required for the charter anmendnent
are filed with the comnm ssioner, shall set a date for the hearing
and publish notice of the hearing in one or nore daily newspapers
of this state.
(b) The comm ssioner may not require a hearing for an

amendnent relating to one or nore of the foll ow ng issues:

(1) a stock dividend resulting froma |egal transfer
of surplus to capital;

(2) a change in the nanme of the insurance conpany; or

(3) a change in the location of the insurance
conpany's principal business office. (V.T.I.C. Art. 2.03
(part).)

Source Law

Art. 2.03. . . . Upon such filing the Board may give
notice by publication in one or nore daily newspapers of this
State of a public hearing upon such application; provided that no
hearing shall be required in event anmendnent to charter involves
only a stock dividend by neans of |lawful transfer of surplus to
capital or a change of nane or a change of locality of the
princi pal business office of said conpany or a conbination of
such anmendnents.

I n considering any such application, the Board nmay hol d
public hearings and .

Revi sed Law
Sec. 822.158. DETERM NATI ON ON APPLI CATI ON FOR CHARTER

AMENDMENT. (a) Not later than the 60th day after the date the
application under Section 822.155 is filed, the conm ssioner
shal | determ ne whet her:

(1) the proposed capital structure of the insurance
conpany neets the requirenents of this code;

(2) the officers, directors, and managi ng head of the
i nsurance conpany have sufficient insurance experience, ability,
standi ng, and good record to nmake success of the conpany
pr obabl e;
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(3) the applicants are acting in good faith;
(4) if the proposed anendnent relates to a dimnution
of the insurance conpany's charter powers with respect to the
ki nds of insurance business in which the conpany may be engaged,
all liabilities incidental to the exercise of the powers to be
el i m nated have been term nated or wholly reinsured; and
(5) the property involved in an increase of capital or
surplus, or both, is:
(A) properly val ued; and
(B) in the formauthorized by Section 822.204 and
Article 2.10, to the extent those provisions apply.

(b) If the comm ssioner determ nes by an affirmative
finding any of the issues set out by Subsection (a) adversely to
t he applicants, the comm ssioner shall reject the application.

(c) If the comm ssioner does not reject the application
under Subsection (b), the comm ssioner shall approve the
application and the anmendnent shall be filed with the departnent.

(d) Except as provided by Subsection (e), when an anendnment
to an insurance conpany's charter is filed wth the departnent,
the anmendnent is effective

(e) On approval of a certificate required under Section
822.156 and receipt of a fee in the anount determ ned under
Article 4.07, the conmm ssioner shall issue to the directors a
certified copy of an amendnent authorizing the issuance of shares
of stock wi thout par value that is filed under this section. The
anendnent is effective on issuance of the certified copy of the
amendnent. (V. T.1.C. Art. 2.03 (part); Art. 2.07, Sec. 4 (part).)

Source Law

Art. 2.03.
[In considering any such application,] the Board . . . shal
wi thin 60 days determ ne whether or not:
1. The proposed capital structure neets the m ninmm
requi renents of this Code;
2. The then officers and directors and managi ng head
have sufficient insurance experience, ability, standing and good
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record to render success of the conpany probable;

3. The applicants are acting in good faith;

4. |If an anendnment to charter involves a dimnution of
the conpany's charter powers with respect to the kinds of
i nsurance business in which it may engage, in the manner
prescribed by this Code, that all liabilities incident to the
exercise of the powers to be elimnated have been term nated or
whol | y rei nsured;

5. The property involved in any increase of capital or
surplus or both is properly valued and is as authorized by
Article 2.08 or Article 2.10 of this Code, as sane nay be
appl i cabl e.

Shoul d the Board determ ne any of the above issues adversely
to the applicants, it shall reject the application. Oherw se
the Board shall approve the application, whereupon such anmendnent
shal | be deposited with the Board, and shall becone effective.

[Art. 2.07]
Sec. 4. . . . Upon receipt of proper paynent, the Board
shall furnish a certified copy . . . of the anendnent to the

directors, and sane shall be effective.

Revisor's Note
Section 4, V.T.1.C. Article 2.07, provides that "[u]pon
recei pt of proper paynent, the Board shall furnish a certified
copy . . . of the anendnent to the directors.” The revised |aw
substitutes a reference to a fee in the anount determ ned under
Article 4.07 for the reason stated in the revisor's note to
Section 822.061.
[ Sections 822.159-822. 200 reserved for expansion]
SUBCHAPTER E. CAPI TAL, SURPLUS, AND GUARANTY FUND
REQUI REMENTS
Revi sed Law
Sec. 822.201. APPLICABILITY OF CAPI TAL AND SURPLUS
REQUI REMENTS. The capital and surplus requirenments of this
chapter apply to each insurance conpany or other entity, other
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than a farm nmutual insurance conpany, authorized to wite
property and casualty insurance in this state including:

(1) a county nutual insurance conpany;

(2) a nutual insurance conpany, other than a nutua
life insurance conpany;

(3) a Lloyd's plan; and

(4) a reciprocal or interinsurance exchange.
(V.T.1.C. Art. 2.01, Subsec. (9).)

Source Law

(g) Notw thstandi ng Subsection (a) of this article,
effective January 1, 1992, the capital and surplus requirenents
i nposed under Articles 2.02 and 2.20 of this Code apply to each
i nsurance conpany or other entity admtted to do busi ness and
authorized to wite property and casualty insurance in this state
ot her than farm nutual insurance conpanies, but including county
mut ual insurance conpani es, mnmutual insurance conpani es other than
mutual |ife insurance conpanies, Lloyd s plan conpanies, and
reci procal or interinsurance exchanges.

Revisor's Note
Subsection (g), V.T.I1.C Article 2.01, provides that
"effective January 1, 1992, the capital and surplus requirenents
apply to each insurance conpany or other entity." The
revised law omts the reference to "effective January 1, 1992,"
because that provision is executed.
Revi sed Law
Sec. 822.202. FULL COVERAGE AUTOMOBI LE | NSURANCE
DETERM NATI ON OF AMOUNTS. Full coverage autonobile insurance is
one line of casualty insurance for purposes of determ ning:
(1) the amount of capital and surplus of a capital
st ock conpany under this code;
(2) the anobunt of surplus of a rmutual insurance
conpany or reciprocal exchange under this code; or
(3) the anobunt of the guaranty fund and surplus of a
Ll oyd's plan under this code. (V.T.1.C. Art. 2.02, Subsec. (a)
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(part).)
Source Law

(a)

3. . . . for the purposes of determ ning the anount of
capital and surplus required under this Code of a capital stock
conpany, or the anount of surplus required of a nutual conpany,
reci procal exchange, or the amount of guaranty fund and surpl us
required of a Lloyds, full coverage autonobile insurance shall be
construed as one line of casualty insurance;

Revi sed Law
Sec. 822.203. CAPITAL REQUI RED GENERALLY. To engage in the

ki nds of insurance business for which an insurance conpany
organi zed under this chapter holds a certificate of authority,
t he conpany nmust have at |east the m ni mum anount of capital
required for a newy incorporated conpany under Section 822. 054.
(V.T.1.C Art. 2.20 (part).)

Source Law

Art. 2.20. [(a) If an insurance conpany chartered under
this chapter or a foreign or alien insurance conpany authorized
to do business in this state and subject to the m ni num capital
and surplus requirenents of this chapter has as of Septenber 1,
1991 less than the mninmum capital and surplus required for a
new y incorporated conpany under Article 2.02 of this code, it
may continue to transact the kind or kinds of insurance business
for which it holds a Texas certificate of authority. However,

t he insurance company nust increase its capital and surplus as
required by this article.]

(c) [In addition to increases under Subsection (b) of this
article, an insurance conpany subject to Subsection (a) of this
article nust increase its mninmmcapital according to the
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foll ow ng schedul e: ]

(10) not later than Decenber 31, 2001, each conpany
subject to this chapter nust have at |east the m ninmum capital
required by Article 2.02 of this code for a newy incorporated
conpany, notw t hstandi ng any other provision of this code.

Revi sed Law

Sec. 822.204. FORM OF CAPI TAL AND SURPLUS. (a) After
i ncorporation and the issuance of a certificate of authority to
an insurance conpany, the mninmum capital stock and surpl us of
the conpany may consist only of:

(1) United States currency;
(2) bonds of this state;
(3) bonds or other evidences of indebtedness of the
United States the principal and interest of which are guaranteed
by the United States;
(4) bonds or other interest-bearing evidences of
i ndebt edness of a county or nunicipality of this state; and
(5) notes secured by first nortgages:
(A) on otherw se unencunbered real property in
this state the title to which is valid; and
(B) the paynment of which is insured wholly or
partly by the United States.

(b) Not nore than 50 percent of the m ninmum capital stock
and m ni mum surplus of an insurance conpany may be invested in an
i nvest ment descri bed by Subsection (a)(5). (V.T.I.C. Art. 2.08.)

Source Law

Art. 2.08. The m nimum capital stock and m ni mum surpl us of
any such i nsurance conpany, except any witing life, health and
accident insurance shall, follow ng incorporation and granting of
certificate of authority, consist only of the follow ng:

1. Lawful noney of the United States; or
2. Bonds of this state; or
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3. Bonds or other evidences of indebtedness of the
United States of Anerica or any of its agencies when such
obligations are guaranteed as to principal and interest by the
United States of Anerica; or

4. Notes secured by first nortgages upon unencunbered
real estate in this state, the title to which is valid, and the
paynment of which notes is insured, in whole or in part, by the
United States of Anerica or any of its agencies, provided that
such investnents in such notes shall not exceed one-half (1/2) of
the m ni num capital stock and m ni mum surplus of the investing
conpany; or

5. Bonds or other interest-bearing evidences of
i ndebt edness of any counties, cities or other municipalities of
this state.

Revisor's Note

(1) V.T.1.C Article 2.08 refers to the m nimum capital and
surplus requirenments of any insurance conpany "except any
[i nsurance conpany] witing life, health and accident insurance."
The revised law omts the quoted phrase as unnecessary because it
duplicates the provisionin V.T.I.C. Article 2.01, revised as
Section 822.001, that expressly provides that this chapter does
not apply to insurance conpanies witing life, health, and
acci dent insurance.

(2) Section 4, V.T.I1.C. Article 2.08, refers to "the United
States of America or any of its agencies.”" The revised |law omts
the reference to "or any of its agencies" because, under Section
311. 005(9), Government Code (Code Construction Act), "United
States” includes an agency of the United States of Anerica. That
definition applies to the revised | aw

(3) Sectionb5, V.T.1.C. Article 2.08, refers to "cities or
other municipalities of this state.”" The revised law omts the
term"cities" because under the Local Governnent Code, "city" is
included in the neaning of the term"nunicipality."

78C204 DLF-D
114



Revi sed Law
Sec. 822.205. UNENCUMBERED SURPLUS OR GUARANTY FUND
REQUI REMENTS FOR CERTAI N | NSURANCE COVMPANI ES. (a) This section
applies only to an insurance conpany that:
(1) wites insurance only in this state; and
(2) is not required by law to have capital stock
(b) Notw thstandi ng any other provision of this subchapter
ot her than Sections 822.212(b) and (c), an insurance conpany nust
have a m ni mum anount of unencunbered surplus or a m ni nrum anount
of guaranty fund and unencunbered surplus equal to the greater
of :

(1) the amount of unencunbered surplus or the anount
of guaranty fund and surplus, as appropriate, the conpany was
required to have on August 31, 1991; or

(2) one-third of the conmpany's net witten prem um for
the preceding 12 nonths after deducti ng:

(A) lawfully ceded reinsurance; and
(B) any policy fees not ceded to reinsurers.
(V.T.1.C. Art. 2.20, Subsec. (f).)
Source Law

(f) Notw thstandi ng any other provision of this code other

t han Subsection (b) of this article, for insurers that wite
business only in this state and that are not required by law to
have capital stock, the m ninmumfree surplus or guaranty fund and
free surplus required shall be the greater of that required of
the insurer imrediately prior to the effective date of this
article or one-third of the net witten prem umof the insurer
for the preceding 12 nonths after deducti ng:

(1) lawfully ceded reinsurance; and

(2) policy fees, if any, not ceded to reinsurers.

Revisor's Note
(1) Subsection (f), V.T.I.C Article 2.20, refers to the
"free surplus"” and the "free surplus or guaranty fund" of certain
i nsurance conpani es. The revised | aw substitutes "unencunbered
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surplus" for "free surplus" because, in context, the phrases are
synonynmous and the phrase "unencunbered surplus" is nore
consi stent wth nodern usage.
(2) Subsection (f), V.T.I.C Article 2.20, provides that
t he measurenent of the m ni mum anount of unencunbered surplus or
t he m ni rum anount of guaranty fund and unencunbered surpl us
requi red of certain insurance conpani es nust be determ ned by the
greater of two anobunts, one of which is the anount of
unencunbered surplus or the anount of guaranty fund and
unencunbered surplus "required of the insurer imrediately prior
to the effective date of this article.” Although the quoted
phrase refers to the effective date of Article 2.20, the phrase
was added to that article by Chapter 242, Acts of the 72nd
Legi sl ature, Regul ar Session, 1991. The apparent intent of the
| egislature in enacting the | anguage contained in the quoted
phrase was to refer to the effective date of that anmendnent,
which is Septenber 1, 1991. As a result, the revised | aw
substitutes "August 31, 1991," for the phrase "i mediately prior
to the effective date of this article.™
Revi sed Law
Sec. 822.206. REPURCHASE OF CAPI TAL STOCK BY TENDER OFFER
OR PRI VATE TRANSACTION. (a) An insurance conmpany may, on prior
approval of the departnent, purchase outstandi ng shares of the
conpany's capital stock in accordance with the Texas Business
Corporation Act either by making a tender offer or by entering
into a negotiated private transaction.
(b) The application for approval under Subsection (a) nust:
(1) state the nunber of shares offered,
(2) describe the shares;
(3) contain any pertinent information regarding the
val ue of the shares, including:
(A) the price offered by the conpany for the

shar es;

(B) the book value of the shares; and

(© the market value of the shares if a market
exi sts for those shares; and
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(4) denonstrate that the shares will be purchased
usi ng unconm tted earned surpl us.
(c) Before filing the application the insurance conpany
must present a copy of the application to the seller of the
shar es.
(d) The conm ssioner shall approve the application pronptly
if:
(1) the price offered by the insurance conpany for the
shares appears to be a reasonably fair price; and
(2) the application conplies wth the requirenments of
this section and the Texas Busi ness Corporation Act. (V.T.I.C
Art. 2.07, Sec. 7(a).)
Source Law

Sec. 7. (a) Any such conpany desiring to purchase, either
by tender offer or through negotiated private transaction, issued
and out standi ng shares of the capital stock of such conpany may
purchase said shares in the nanme of such conpany, in accordance
with the provisions of the Texas Busi ness Corporation Act,
provi ded prior approval is first obtained fromthe State Board of
| nsurance. Application for approval shall specify the nunber of
shares offered, their description, the price offered by the
conpany, the book value of said shares, their market value if a
mar ket exists, and any other pertinent information regarding the
val ue of said shares and show that said shares wll be purchased
out of uncommtted earned surplus. A copy of said application
shall be given to the seller prior to the filing of said
application with the State Board of Insurance. Said application
shal | be pronptly approved by the State Board of Insurance if the
application appears to involve a reasonably fair price and
conplies with this Article and the Texas Busi ness Corporation
Act .
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Revi sed Law

Sec. 822.207. REPURCHASE OF CAPI TAL STOCK ON OPEN MARKET.
(a) On prior approval of the comm ssioner, an insurance conpany,
the capital stock of which is |listed on a national securities
exchange, may purchase fromtine to tinme outstanding shares of
the conpany's capital stock on the open market. The shares nust
be purchased:

(1) in the nane of the conpany for its own account;

and

(2) in accordance wth the Texas Busi ness Corporation
Act .

(b) The application for approval under Subsection (a) nust:

(1) state the maxi num nunber of shares to be
pur chased;

(2) state the maxi mum period, not to exceed 180 days,
during which the purchase will be nade;

(3) describe the shares;

(4) contain a commtnent that the conmpany will not pay
a price for the shares to be purchased that is greater than an
anount equal to the average of the bid price and the asked price
at the tinme of the purchase plus a standard broker's conm ssion;

(5) contain any pertinent information relating to the
val ue of the shares, including the book value of the shares; and

(6) denonstrate that the shares will be purchased
usi ng uncomm tted earned surpl us.

(c) The conm ssioner shall approve the application pronptly
if the application conplies with the requirenents of this section
and the Texas Business Corporation Act. (V.T.1.C. Art. 2.07,

Sec. 7(b).)
Source Law

(b) Any such conpany, the shares of whose capital stock are
listed on a national securities exchange and which desires to
purchase in its owm name and for its own account issued and
out st andi ng shares of such capital stock by neans of purchases
fromtime to tine on the open market may do so in accordance with
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the provisions of the Texas Busi ness Corporation Act, provided
prior approval is first obtained fromthe State Board of

| nsurance. Application for approval shall state the maxi mum
nunber of shares which will be so purchased, the nmaxi num peri od
of time during which such purchases of shares will be nade (not
to exceed one hundred ei ghty days), the description of such
shares, a commtnent by the conpany that it will not pay for any
such shares a price in excess of the nean between the bid price
and the asked price at the tine of such purchase plus a standard
broker's conm ssion, the book value of said shares, and any ot her
pertinent information regarding the value of said shares and show
that said shares wll be purchased out of uncommtted earned
surplus. Said application shall be pronptly approved by the
State Board of Insurance if the said application conplies with
this Article and the Texas Business Corporation Act.

Revi sed Law
Sec. 822.208. APPLI CATI ON FOR REPURCHASE OF COWPANY' S
SHARES SUBJECT TO OTHER LAW An application filed by an insurance
conpany under Section 822.206 or 822.207 is subject to the
substantive requirenents for the approval of paynent of an
extraordi nary dividend under Chapter 823. (V.T.1.C Art. 2.07,
Sec. 7(d).)

Source Law

(d) An application for purchase of an insurer's own shares
under the provisions of this article shall be deened to be an
tantanmount to an application for an extraordi nary dividend under
the provisions of said Article 21.49-1 of the Insurance Code and
the application for such purchase shall be subject to and limted
by the substantive requirenents for approval of paynent of an
extraordinary dividend under said Article 21.49-1 of the
| nsurance Code as the sane exists or may be anmended in the
future.
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Revisor's Note

(1) Section 7(d), V.T.I1.C Article 2.07, provides that an
application for the purchase of an insurer's own shares under
that article "shall be deened to be tantanount to an application
for an extraordinary dividend under the provisions of said
Article 21.49-1 of the Insurance Code and the application for
such purchase shall be subject to and limted by the substantive
requi renents for approval of paynent of an extraordinary dividend
under said Article 21.49-1 of the Insurance Code." The revised
|l aw omits as unnecessary the portion of the quoted | anguage
conparing the application to an application under V.T.I.C
Article 21.49-1 as unnecessary in light of the substantive
requi renent that the application is subject to the requirenents
of Article 21.49-1 regarding the approval of paynent of
extraordi nary dividends under that article.

(2) Section 7(d), V.T.1.C. Article 2.07, refers to "Article
21.49-1 of the Insurance Code as the sane exists or nay be
anended in the future.” V.T.1.C Article 21.49-1 is revised as
Chapter 823, and the revised law is drafted accordingly. The
revised law omts as unnecessary the phrase "as the sane exists
or may be anended in the future" for the reason stated in the
revisor's note to Section 822.003.

Revi sed Law

Sec. 822.209. REINVESTMENT OF CAPI TAL STOCK. An insurance
conpany may, as circunstances require, exchange and reinvest its
capital stock in like securities. (V.T.1.C. Art. 2.09.)

Source Law

Art. 2.09. Any such conmpany may exchange and re-invest its
capital stock in like securities, as occasion may require.

Revi sed Law
Sec. 822.210. COW SSI ONER MAY REQUI RE LARGER CAPI TAL AND
SURPLUS AMOUNTS. (a) The comm ssioner by rule or guideline may
requi re an insurance conpany organi zed under this chapter to
mai ntain capital and surplus in anmounts that exceed the m ni mum
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anounts required by this chapter because of:

(1) the nature and kind of risks the conpany
underwrites or reinsures;

(2) the prem umvolunme of risks the conpany
underwrites or reinsures;

(3) the conposition, quality, duration, or liquidity
of the conmpany's investnents;

(4) fluctuations in the market value of securities the
conpany hol ds; or

(5) the adequacy of the conpany's reserves.

(b) A rule adopted under Subsection (a) nust be designed to
ensure the financial solvency of an insurance conpany for the
protection of policyhol ders.

(c) An insurance conpany that, after notifying the
conmi ssioner, ceases to wite or assunme business continues to be
subject to this section. (V.T.1.C. Art. 2.02, Subsec. (b);

Art. 2.20, Subsecs. (d), (e) (part).)
Source Law

[Art. 2.02]

(b) The board may adopt rules, regul ations, and guidelines,
fromtinme to tine, requiring any conpany incorporated under this
article, and any alien or foreign insurer admtted in this state
to do the types of business authorized by this Chapter, to
mai ntain capital and surplus |levels in excess of the statutory
| evels required by this article based upon any of the follow ng
factors:

1. the nature and type of risks a conpany underwites
or reinsures;

2. the premumvolune of risks a conpany underwites
or reinsures;

3. the conposition, quality, duration, or liquidity of
a conpany's investnent portfolio;

4. fluctuations in the market value of securities a
conpany hol ds; or

5. the adequacy of a conpany's reserves.
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The rul es and regul ati ons, adopted under this subsection
shal | be designed to assure the financial solvency of conpanies
for the protection of policyhol ders.

[Art. 2.20]

(d) The board nmay adopt rules, regulations, and guidelines,
fromtinme to tinme, requiring any conpany subject to this article
to maintain capital and surplus levels in excess of the m ninmuns
required by Article 2.02 of this code for a newy incorporated
conpany and in excess of the levels required in the schedul e
est abl i shed under Subsection (c) of this article, based upon any
of the follow ng factors:

(1) the nature and type of risks a conpany underwites
or reinsures;

(2) the premumvolunme of risks a conmpany underwites
or reinsures;

(3) the conposition, quality, duration, or liquidity
of a conpany's investnent portfolio;

(4) fluctuations in the market value of securities a
conpany hol ds; or

(5) the adequacy of a conpany's reserves.

The rul es adopted under this subsection shall be designed to
assure the financial solvency of conpanies for the protection of
pol i cyhol ders.

(e) If an insurance conpany that is subject to the m nimm
capital and surplus requirenents of either Article 2.02 of this
code or this article ceases to wite or assune any business and
so notifies the Comm ssioner of Insurance, the insurance conpany

shal |l be subject to the risk capital requirenents of
Subsection (d) of this article.

Revisor's Note
(1) Subsection (b), V.T.I.C Article 2.02, and Subsecti on
(d), V.T.1.C. Article 2.20, refer to "rules, regulations, and
guidelines.” The reference to "regulations” is omtted fromthe
revised | aw because under Section 311.005(5), Governnent Code
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(Code Construction Act), arule is defined to include a
regul ation. That definition applies to the revised | aw.

(2) Subsection (b), V.T.I.C. Article 2.02, refers to the
application of that subsection to "any alien or foreign insurer
admtted in this state to do the types of business authorized by
this Chapter."”™ The revised law omts the quoted | anguage as
unnecessary because it duplicates V.T.1.C Article 21.44, which
is revised in Chapter 982.

Revi sed Law

Sec. 822.211. ACTION OF COW SSI ONER WHEN CAPI TAL OR
SURPLUS REQUI REMENTS NOT SATI SFI ED. |If an insurance conpany does
not conply with the capital and surplus requirenments of this
chapter, the conmm ssioner nmay enter an order prohibiting the
conpany fromwiting new business and nay:

(1) place the conmpany under state supervision or
conser vat or shi p;

(2) declare the conpany to be in a hazardous condition
as provided by Article 1.32;

(3) declare the conpany to be inpaired as provided by
Section 5, Article 1.10; or

(4) apply to the conpany any ot her applicabl e sanction
provided by this code. (V.T.1.C. Art. 2.02, Subsec. (c).)

Source Law

(c) The comm ssioner nmay order an insurer subject to the
capital and surplus requirenents of either this article or of
Article 2.20 of this code that fails to conply with such article
to cease witing new business, and the conm ssioner may al so:

1. place the insurer under state supervision or
conser vat or shi p;

2. determne the insurer to be in a hazardous
condition as provided by Article 1.32 of this code;

3. determne the insurer to be inpaired as provi ded by
Section 5 of Article 1.10 of this code; or

4. make the insurer subject to any other applicable
sanctions provided by this code.
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Revi sed Law

Sec. 822.212. | NCREASE OF CAPI TAL AND SURPLUS. (a)
Not wi t hst andi ng Section 822. 203, to engage in the kinds of
i nsurance busi ness for which an insurance conpany organi zed under
this chapter holds a certificate of authority in this state, an
i nsurance conpany organi zed under this chapter that on Septenber
1, 1991, had less than the m ni mum anount of capital and surplus
required for a newy incorporated conpany under Section 822. 054
nmust :

(1) not later than Decenber 31, 2000, have i ncreased
the anount of its capital by at |east 90 percent of the
di fference between the anmount of mninmumcapital required for a
new y i ncorporated conpany under Section 822.054 and the anount
of the conpany's capital on Decenber 31, 1991; and

(2) not later than Decenmber 31, 2001, have at | east
t he m ni num anmount of capital required under Section 822.054 for
a newy incorporated conpany.

(b) An insurance conpany that on Septenber 1, 1991, had

| ess than the m ni mum anount of capital and surplus required for
a newy incorporated conpany under Section 822.054 shal
i mredi ately increase the anmount of its capital and surplus to an
anount equal to the required amount of capital and surplus under
Section 822.054 if there is:

(1) a change in the control of at |east 50 percent of
the voting securities of the insurance conpany;

(2) a change in the control of at |east 50 percent of
the voting securities of a holding conpany controlling the
i nsurance conpany; or

(3) a change in control of at |east 50 percent by any
ot her nmethod of control if the insurance conpany or hol ding
conpany is not controlled by voting securities.

(c) For purposes of Subsection (b), a transfer of ownership

t hat occurs because of death, regardl ess of whether the decedent
dies testate or intestate, may not be considered a change in the
control of an insurance conpany or hol ding conpany if ownership
is transferred solely to one or nore individuals each of whom
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woul d be an heir of the decedent if the decedent had died
i ntestate.

(d) An insurance conpany that, after notifying the
conmi ssioner, ceases to wite or assunme business is not required
to comply with this section. |[If the conpany resunmes witing
business at a |l ater date, the conpany shall conmply with this
section on the date the conpany resunes business. (V.T.I.C
Art. 2.20, Subsecs. (a), (b), (c) (part), (e) (part).)

Source Law

(a) If an insurance conpany chartered under this chapter or
a foreign or alien insurance conpany authorized to do business in
this state and subject to the m ninmum capital and surplus
requi renents of this chapter has as of Septenber 1, 1991 | ess
than the mninmum capital and surplus required for a newy
i ncor porated conpany under Article 2.02 of this code, it may
continue to transact the kind or kinds of insurance business for
which it holds a Texas certificate of authority. However, the
I nsurance conpany mnust increase its capital and surplus as
required by this article.

(b) The insurance conpany must increase its capital and
surplus to the mninmum capital and surplus required under Article
2.02 of this code imedi ately after any change of control of the
i nsurance conpany or change of control of any hol di ng conpany
controlling the insurance conpany if, after Septenmber 1, 1991,
there is a change of control of at |east 50 percent of the voting
securities of the insurance conpany or hol di ng conpany or ot her
means of control if the insurance conpany or hol ding conpany is
not controlled by voting securities. For the purposes of this
article, however, a transfer of ownership that occurs because of
deat h, regardl ess of whether the decedent died testate or
intestate, may not be considered a change of control of an
i nsurance conpany or change of control of a hol ding conpany, if
ownership is transferred solely to one or nore natural persons
each of whom would be an heir of the decedent if the decedent had
died intestate.
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(c) In addition to increases under Subsection (b) of this
article, an insurance conpany subject to Subsection (a) of this
article nust increase its mninmmcapital according to the
fol |l ow ng schedul e:

(9) not later than Decenber 31, 2000, the insurance
conpany's capital nust be increased by at |east 90 percent of the
difference between the mninmumcapital |evel established by
Article 2.02 of this code for a newy incorporated conpany and
t he conpany's capital on Decenber 31, 1991; and

(10) not later than Decenber 31, 2001, each conpany
subject to this chapter nust have at |east the m ninmum capital
required by Article 2.02 of this code for a newy incorporated
conpany, notw t hstandi ng any other provision of this code.

(e) If an insurance conpany that is subject to the m nimm
capital and surplus requirenents of either Article 2.02 of this
code or this article ceases to wite or assune any business and
so notifies the Comm ssioner of Insurance, the insurance conpany
shall not be required thereafter to increase the conpany's
requi red m ni mum capital in accordance wth Subsection (c) of
this article but . . . . If the conpany should thereafter resune
writing any business, the conpany shall be subject to and conply
w th Subsection (c) of this article at the anount of capital
required as of such resunption of witing date.

Revisor's Note

(1) Subsection (a), V.T.I.C Article 2.20, refers to "a
foreign or alien insurance conpany authorized to do business in
this state and subject to the m ninmum capital and surplus
requi renents of this chapter.” The revised law omts the quoted
| anguage for the reason stated in Revisor's Note (2) to Section
822. 210.

(2) Subsection (c), V.T.I.C Article 2.20, requires certain
i nsurance conpani es that do not conply with capital and surplus
requi renents on Septenber 1, 1991, to continue to wite insurance
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inthis state until Decenber 31, 2000, as |long as the conpanies
increase their capital on an annual basis in schedul ed
increments. The revised |aw omts Subdivisions (1)-(8) of
Subsection (c) because those provisions are executed. The
omtted | aw reads:

[(c) In addition to increases under Subsection (b) of this
article, an insurance conpany subject to Subsection (a) of this
article nust increase its mninmmcapital according to the
foll ow ng schedul e: ]

(1) not later than Decenber 31, 1992, the insurance
conpany's capital nust be increased by at |east 10 percent of the
di fference between the m ninum capital |evel established by
Article 2.02 of this code for a newy incorporated conpany and
the conpany's capital on Decenber 31, 1991

(2) not later than Decenber 31, 1993, the insurance
conpany's capital nust be increased by at |east 20 percent of the
di fference between the m ninum capital |evel established by
Article 2.02 of this code for a newy incorporated conpany and
the conpany's capital on Decenber 31, 1991

(3) not later than Decenber 31, 1994, the insurance
conpany's capital nust be increased by at |east 30 percent of the
di fference between the m ninum capital |evel established by
Article 2.02 of this code for a newy incorporated conpany and
the conpany's capital on Decenber 31, 1991

(4) not later than Decenber 31, 1995, the insurance
conpany's capital nust be increased by at |east 40 percent of the
di fference between the m ninum capital |evel established by
Article 2.02 of this code for a newWy incorporated conpany and
the conpany's capital on Decenber 31, 1991

(5 not later than Decenber 31, 1996, the insurance
conpany's capital nust be increased by at |east 50 percent of the
di fference between the m ninum capital |evel established by
Article 2.02 of this code for a newy incorporated conpany and
the conpany's capital on Decenber 31, 1991

(6) not later than Decenber 31, 1997, the insurance
conpany's capital nust be increased by at |east 60 percent of the
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difference between the mninmumcapital |evel established by
Article 2.02 of this code for a newy incorporated conpany and
the conpany's capital on Decenber 31, 1991

(7) not later than Decenber 31, 1998, the insurance
conpany's capital nust be increased by at |east 70 percent of the
difference between the mninmumcapital |evel established by
Article 2.02 of this code for a newy incorporated conpany and
the conpany's capital on Decenber 31, 1991

(8) not later than Decenber 31, 1999, the insurance
conpany's capital nust be increased by at |east 80 percent of the
difference between the mninmumcapital |evel established by
Article 2.02 of this code for a newy incorporated conpany and
the conpany's capital on Decenber 31, 1991

Revi sor's Note
(End of Chapter)

(1) Sections 1(d) and 6, V.T.1.C. Article 2.07, provide
that the privileges and powers conferred by that article are
cunul ative of other powers conferred by |law. An accepted general
principle of statutory construction requires a statute to be
gi ven cunmul ative effect wwth other statutes unless the statutes
are inconsistent. The revised |aw omts the provisions as
unnecessary because the general principle applies to the
provision. The omtted | aw reads:

[ Sec. 1]

(d) The privileges and powers conferred by this Article
shall be in addition to any and all powers and privil eges
conferred by any other law or laws, and not in restriction or
[imtation of any of the powers now permtted to such conpani es;
provi ded, however

Sec. 6. The privileges and powers conferred by this article
shall be in addition to any and all powers and privil eges
conferred by any other law or laws, and not in restriction or
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[imtation of any of the powers now permtted to such conpani es;
provi ded, however

(2) Sections 1(d) and 6, V.T.1.C. Article 2.07, provide
that life, health, and accident insurance conpani es operating
under Chapter 3 of this code nust be subject to Chapter 3 instead
of Article 2.07. The revised law omts the provisions as
unnecessary because V.T.1.C. Article 2.01(a), revised in
pertinent part as Section 822. 001, expressly provides that
Chapter 2, revised in pertinent part as this chapter, does not
apply to life, health, and accident insurance conpanies. The
omtted | aw reads:

[ Sec. 1]

(d) . . . life, health, or accident insurance conpanies
operating under Chapter 3 of this Code shall not utilize the
provisions of this Article but shall conply with the provisions
of Chapter 3 of this Code as anended.

Sec. 6. . . . life, health or accident insurance conpanies
operating under Chapter 3 of this Code shall not utilize the
provisions of this Article but shall conply with the provisions
of Chapter 3 of this Code as anended.
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